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1950 Edition of Departmental Merchandis- 
ing and Operating of Department Stores 
and Specialty Stores 


Congress of the NATIONAL 
RetarL Dry Goops ning 2 ATION, New 
York, N. Y., 1950. Pages: 122; $10.00. 


This is the 25th annual edition of a com- 
pilation by the Controllers’ Congress of the 
National Retail Dry Goods Association of 
departmental merchandising and operating 
results—“M.O.R.” as it is called in trade 
circles. It brings together departmental data 
of over 400 stores throughout the country 
for the year 1949, There are 21 types of 
data as to each department, such as cumula- 
tive mark-up, mark-downs, gross margin, 
sales per square foot and average gross sales. 
Separate tables are presented for department 
stores of six sales volume groups and for 
specialty stores of two sales volume groups, 
in addition to the overall tables for all stores. 

While the format of the book is quite 
similar to the 1949 edition, the grouping of 
the tables has been revised. Whereas in prior 
years the “goal” tables for each size of store 
followed the typical or average tables, the 
1950 edition has grouped the typical and the 

“goal” tables in separate sections. The use 
of heavy tabbed sheets to divide the sections 
of the book is of considerable help in locating 
the various tables for reference purposes, 
which is the prime use of these publications. 
A section dealing with publicity expenses has 
been added; such data had previously been 
issued by the Association separately. While 
this publicity data, in some respects, dupli- 
cates that contained in the Harvard publica- 
tion on operating expenses of department 
stores, yet the division of the total cost into 
newspaper space, direct mail, radio, other 
advertising media, etc., is interesting. 

Being a silver anniversary, issue, a special 
section entitled “A Quarter Century of Re- 
tailing” has been added. This section shows 
in tabular form total store data regarding 
merchandising, sales, inventory, expense and 
profit for each of the years 1925 through 1949, 
The regional data by Federal Reserve dis- 
tricts continue to occupy a section of the 
bock as they have each year since 1946. 

The text material in the current report has 
been reduced somewhat in comparison with 
prior years. The use of bar graphs, pie 
charts, and similar visual presentation has 
been continued. The reduction of the text and 
the use of two colors of ink and several type 
styles make this section fast and easy reading. 
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Controllers’ 


The new edition represents an improve- 
ment over what has always been regarded as 
an outstanding piece of work in the depart- 


ment store field. 
J. P. FRIEDMAN 


New York, N. Y. 


Basic Cost Accounting 

By Samuel Waldo Specthrie. 

HAtt, Inc., New York, N. Y., 

xi + 299; $5.00. 

Use of the word “basic” in the title gives a 
connotation, if not denotation, of something 
fundamental, as a statement of principles. 
However, a reading of the book leaves one 
with a feeling that the principles of cost 
accounting have been submerged in methods 
and bookkeeping procedures. 

The book is (as stated in the preface) in- 
tended as a text for students, presumably 
college students. At the end of each of the 
20 chapters there are review questions and 
problems. 

Four of the first five chapters deal princi- 
pally with definitions of costs, its uses, and 
the elements of direct material and direct 
labor (one of the chapters, #3, describing job 
lot cost, seems poorly placed in the early part 
of the book). 

Six chapters are devoted to indirect ex- 
penses or factory burden. Normal volume is 
advocated for the distribution of indirect ex- 
penses, but meaning of the term “normal” is 
not explicit. It is left to the reader to decide 
whether normal refers to capacity, an average 
year in a business cycle, or the current year. 
Some accountants will disagree with the 
author’s opinion that underabsorbed expense 
is carried as an asset until year end and then 
reported in the earnings statement as the last 
item immediately before showing the amount 
transferred to “surplus” (an obsolete term?). 

Chapter 11 concerns the bookkeeping for 
finished goods and their sale; chapter 12 is 
also concerned to a large extent with book- 
keeping and general accounting—the prepara- 
tion of financial statements (which, strangely 
in this period of high income taxes, contains 
no discernable provision for federal income 
taxes). One and a half pages are devoted to 
the ruling off of accounts in the general 
ledger. 

In the last seven chapters, the discussions 
of topics such as cost standards, operational 
cost, by-products, break-even points are the 
ones most likely to interest readers who seek 
knowledge of basic cost accounting. 

(Continued on page 575) 
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Seeking expert, impartial advice on their over-all Insurance Program, or on special | 
problems, are directed to our Survey, Audit and Advisory Division now occupying the | 
4th floor at 111 Fulton Street. Our staff of insurance analysts and technicians furnish 





stain the following types of service on a fee basis: 
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part and correctness of costs. 

AN e Tests and recommendations as to the best type of Restrospective Rating Plan for 


a particular business. | 
e Analyses of existing or proposed Self-Insurance plans for particular loss exposures. 


— e Employee Benefit plans set up or serviced. Includes all forms of Group Insurance 
ages: as well as insured or self-insured Pension Plans. 


e Advice on or supervision of Mutual or State Fund insurance, or on policies placed 
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Help Wanted: 
Situations Wanted: 
Business Opportunities: 


20¢ a word, minimum $5.00. 
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Box number, if used, counts as three words. 
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BUSINESS OPPORTUNITIES 





Mail and Telephone Service: Desk orowided 
for interviewing. $5.00 per month. Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue, New York (42nd Street). 


c. P. A., N. Y. State Society member, moder- 
ate practice, excellent qualifications, desires 
to expand by purchasing individual accounts 
or practice. Other arrangements considered. 











Replies confidential. Box 308, New York 
C. PSA; 
Tax attorney will furnish beautifully ap- 


pointed private office rent free in exchange 
for part time assistance. Former B.I.R. man 
or attorney preferred. Box 309, New York 
CPA 

Wanted—N. Y. accounting practice grossing 
$50,000.00 or higher — established C.P.A.’s 
seeking to expand; liberal cash proposition ; 
opportunity to retain supervisory interest 
and/or sté aff. 30x 310, New York C.P.A. 

















CPA; 34, ” Soci ety ‘member, desires to pur- 
chase moderate practice or partnership inter- 
est. Substantial down payment. Box 315, 
New York C.P.A. 


‘Partnership Interest 

Two highly qualified young C.P.A.’s desire 
to purchase active partnership interest in 
accounting practice. Would be willing to buy 
into and manage practice for accountant seek- 








ing semi-retirement. Box 316, New York 
Cr A 
C.P.A., young, desires to purchase interest 


with overburdened practitioner or with one 
seeking semi-retirement. Location Unimpor- 











tant. Box 318, New York C. P. A. 
SITUATIONS WANTED 
Society member, law degree, many years 


diversified experience; seeks association with 
overburdened accountant; per diem or other 


arrangement. Box 307, New York C.P.A. 


C.P.A.—Per Diem 
Available to accounting firms for special en- 
gagements or part time, per diem rate, 
Metropolitan area. Heavy experience audits, 
taxes, manufacturing costs. Own practice. 
Member New York State Society. Box 311, 


New York C.P.A. 
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SITUATIONS WANTED 


C.P.A., 14 years diversified experience in 
audits, write-ups, and taxes. Available in 
New York City one to three days a week. 
Box 312, New York C.P.A. 


C.P.A., seven years diversified experience 
plus good background in taxes and estate 
la 08 wishes part time or per diem 
arrangement. Box 313, New York C.P.A. 


Part Time (NYC) 
C.P.A. (1945) Society member, small prac- 
tice, responsible, diversified experience includ- 
ing taxes, available per diem or regular part- 
weekly basis. Box 314, New York C.P.A. 














Public Stenographer—Statistical Typist, ex- 
perienced accountants’ reports, tax returns, 
financial statements, etc. Reasonable Rates. 


9:00 A.M.-3:00 P.M. PLaza 7-6156. 








c P. A. with ‘small clientele desires connection 
with accounting firm in metropolitan area. 
Excellent accounting and tax experience. 


30x 317, New York C.P.A. 
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Book Reviews 


(Continued from page 572) 


in its poor adherence to its title, particularly 
because so much attention is given to the 
doctrinaire methods and bookkeeping proce- 
dures and so little to the exposition of princi- 
ples of cost accounting. 

J. A. DowLtnec 
New York, New York. 


Cost Accounting 


—— 3y Charles Reitell and Gould L. Harris. 
2 in INTERNATIONAL ‘TEXTBOOK COMPA'NY, 
> in Scranton, Pa., 1950. Pages: xii + 692; 
reek $7.50. 
=e The approach to the subject of Cost Ac- 
ence counting by Messrs. Reitell and Harris is nct 
state only practical, but also puts the reader in a 
liem receptive frame of mind. Instead of com- 
mencing in a dull uninteresting manner, such 
—_— as 1s typical of so many textbooks, the authors 
take great pains to stress the importance of 
yrac- cost accounting as it affects the operations of 
clud- an industrial enterprise. Quite wisely, they 
part- explain how cost accounting becomes an in- 
! tegral factor in the determination of company 
—— policy and financial control. Not only do they 
, @X- dwell upon the significance of cost accounting 
urns, as regards company policy and financial con- 
ates. trol, but they carry the importance of their 
subject to the most necessary function of any 
—— enterprise—that of marketing the company’s 
ction | finished products. 
area. After reading the first four chapters which 





dwell, for the most part, on the aforemen- 
tisned concepts, the reader should be thor- 
oughly impressed with the role played by cost 
accounting as a tool of management. Not 
only should the reader be impressed, but in 
addition he should be inquisitive as to the 
mechanics and procedures of such an impor- 









tant phase of industrial accounting. His 
iirame of mind should be receptive to the 
‘concepts of cost accounting which are to 





follow. 

Having ably stressed the functions of cost 
jaccounting the authors proceed to define the 
imore important terms of the subject, such 
fas direct and indirect costs, raw material 
costs, labor cost, and factory overhead. How- 
never, the definition phase of the book seems 
ito be overdcne, and in many instances too 
much space is consumed in the description of 
such things as voucher registers, check regis- 
ters, and inventory valuations. Surely, a 
student embarking on a course in cost ac- 
counting would be completely familiar with 
these accounting techniques. A brief review 
jot these terms—at the most—should suffice. 
| Instead of continuing with descriptive and 






















1e8 xplanatory material from Chapters V 

NY through XXII it would have been more bene- 
cial to the student had the authors dealt 

ANTA h + 

CAGO with the mechanical aspects of the subject 

Louis earlier in the text. While the importance of a 


working knowledge of the method of inven- 
tory taking, purchase procedures, plant lay- 
(Continued on page 577) 
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To this reviewer the book is disappointing 
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ask at your bank. They'll explain 
about the Bond-A-Month Plan. 
which you use your checking acct 
as a means for investing in U.S.y 
ings Bonds. , 


Dancinc 1s EASY—once you learn 
what steps to take. 

The same holds true for saving 
money for the future. 

It will take approximately two min- 
utes to find out how you can invest in 
either one of the two automatic plans 
offered by U.S. Savings Bonds. Both plans add up to the same if 
—money to live on in the future. 


Both plans are simple, and cal ] 
no effort on your part. 


Inquire at your place of business 
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Book Reviews 
(Continued from page 575) 
out, payroll distributions, timekeeping and 
stock records are of immeasurable value to 
the cost accountant, it seems logical that these 
phases of an industrial organization would be 
more properly handled in conjunction with a 
complete illustration of a simple cost prob- 
lem. In this manner the various forms and 
auniliary pz iper work could be introduced as 
the source of various figures on a completed 
cost schedule. The simple cost problem would 
have been expanded into an increasingly com- 
plex cost schedule, until the authors had dis- 
posed of the various and sundry types of 
paper work that are used by an industrial 
organization in the compilation of their cost 
schedules. 

The actual mechanics of cost accounting, 
which commences with Chapter XXIII, are 
well handied by the authors. Their discussion 
and illustrations of labor costing, factory 
overhead, process costing and job order cost- 
ing adequately cover the accounting princi- 
ples as they apply to the two basic types of 
cost systems. Having read this section of the 
text one should be able to visualize the cost- 
ing procedure of an industrial organization, 
at least so far as the basic operations of the 
cost system are concerned. 

An equally efficient job was dcne by the 
authors in the chapter on Standard Costs and 
3udgets for Marketing. 

The authors have covered all the phases 
of cost accounting and in addition have given 
the reader an opportunity to become some- 
what familiar with the paper work used in 
actual practice. This is one of the stronger 
selling points of the text, in that it not only 
presents the theoretical aspects of cost ac- 
counting, but enables the student to obtain an 
insight to the application of these principles 
as they are used in the business world. 

L. W. BuFFINTON 


New York, New York. 


Principles of Accounting: 
A Diagrammatic Approach 


By John R. George R. 
TEXTBOOK 


Pages: xi 


Bangs, Jr. and 
Hanselman. INTERNATIONAL 
CoMPANY, Scranton Pa., 1950. 
- 521: : $6.50. 


This is the second and revised edition of 
the text, Accounting for Engineers. which 
was first published in 1941. The authors, in 
the foreword to the first edition, suggested 
its use as a text for a one-semester, terminal, 
elementary accounting course, and since the 
revision is very minor in character, one may 
assume that the original purpose has been 
retained. Because the standard elementary 
accounting books are planned for use in a 


TES 0 


two-semester course, slight basis exists for a 
comparative evaluation of the work. Its 
limitations of scope, content and development, 
are inherent in the authors’ goal. It is this 
reviewer's opinion that a one-semester ter- 
minal accounting course is impracticable, and 
any text designed for that end would be 
wanting. Any attempt in that direction would 
be unjust to the student, who would be served 
a concoction which would be neither fish nor 
~fowl, as the saying goes. 

The book is divided into four parts. Part 
I, containing eight chapters, is devoted to 
the development of the theory of debit and 
credit. Part II contains five chapters and 
deals with adjusting entries. Part III is en- 
titled Accounting Practice and the six chap- 
ters present the subject of books of original 
entry. The last part consists of six chapters 
and covers the areas, business papers and 
procedures, statement analysis, depreciation, 
and manufacturing and cost accounting. 

The book is characterized by a conscien- 
tious attempt to present lucidly the funda- 
mental processes of bookkeeping and account- 
ing. As a teaching technique the authors 
employ a device which they term a Diagram- 
matic Ledger. This is the familiar “T” ac- 
count form of ledger with the accounts placed 
entirely on one page and under the appro- 
priate headings which are designated as, 
Assets Division, Liabilities Division, and 
Temporary and Permanent Net Worth Divi- 
sions. By placing all the accounts on the one 
page and under the appropriate division, the 
device is calculated to facilitate the compre- 
hension by the student of the effect and rela- 
tionship of the “keyed” entries. The authors 
stress the pedagogical importance of dia- 
grams, with which the book is replete, in 
various and ingenious forms. 

As a result of a concentration upon funda- 
mental principles and procedures, the follow- 
ing topics, amongst others, which are cus- 
tomarily included in elementary accounting 
books, are either entirely omitted or only 
cursorily presented: partnership accounting, 
accounting for individual proprietorships, 
corporate capital accounts, bonds, sinking 
funds, and sinking fund reserves, notes re- 
ceivable and payable, notes receivable dis- 
counted, and related accounting for interest 
problems. 

Because of their indicated purpose, the 
authors have been impelled to adopt a rather 
easual attitude towards accounting theorv. 
Such matters as the valuation of fixed assets 
and inventories are only tenuously and sketch- 
ily considered. The circumscribed area which 
‘hey have allowed themselves in this respect 
has, moreover, made for inaccuracies. Thus, 
in distinguishing current from non-current 
the statement is made (p. 47) that 
“an item to be current should expire within 
one year as a rule, and within two years at 

(Continued on page 622) 
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quickly eliminated. You save time and money 
get printed proof of accuracy at every step of eq 
posting operation. 

See this new, low-cost multi-purpose machist 
your nearest Underwood office, or phone for aq 
onstration in your office. Meantime mail the cou 
for illustrated folder today! 
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Some Notes on the Observation of 


Physical Inventories 


By Georce C. Watt, C.P.A. 


y ipeeeagga physical inventory is expen- 
sive and usually plants are shut 
down within the work-week to avoid 
paying overtime. It is also important 
to management that very little produc- 
tion be lost within the selected work- 
week. Consequently, the time allotted 
is extremely short, seldom exceeding 
two days. 

Physical inventories in industries 
such as mining, logging, retail selling, 
petroleum, are highly specialized. On 
the other hand the great majority of 
physical inventories of manufacturing 
companies are taken on two-part pre- 
numbered tags and the procedures fol- 
lowed by such companies using tags 
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are generally similar. Public account- 
ants observing these procedures like- 
wise follow audit procedures that are 
similar. 

The client has the advantage of hav- 
ing plant employees experienced in tak- 
ing his particular inventory, having 
tailor-made written instructions, having 
control work sheets prepared in ad- 
vance showing tags issued. A day or so 
in advance of the plant shutdown the 
items that won’t be moved or used be- 
fore completion of the physical inven- 
tory are counted and tagged. 

Under these conditions the public 
accountant must also be well-organized 
before the start of the inventory-taking 
so that administrative problems do not 
detract from the limited time available 
for observation. 

It is advantageous to make use of 
the organizational material of the client 
by arranging to receive (at least two 
weeks in advance of the inventory-tak- 
ing) a copy of the inventory instruc- 
tions prepared by the client for the use 
of his employees in counting and list- 
ing, foremen in test-checking the de- 
scription on the tags, department heads 
in controlling the issue of and account- 
ing for tags, office personnel in sorting 
and tabulating the used tags, and ac- 
counting employees in pricing the indi- 
vidual items after tabulation. Request 
in advance that the plant accountant 
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prepare in duplicate his work sheet 
which lists departments and shows the 
blocks of prenumbered tags issued to 
each department head, so that a copy 
can be furnished to the public account- 
ant upon his arrival at the plant. With 
the insertion on this work sheet (ad- 
jacent to the name of each department ) 
of the total dollar value in each depart- 
ment at the time of the previous physi- 
cal inventory (or, better, the most re- 
cent month-end book figures, if avail- 
able), the assistant in charge of the 
observation, even if he has never seen 
the plant before, is in a position to as- 
sign assistants under his supervision to 
various departments so as to distribute 
responsibility among them equitably. 


In general, no appreciable time or ef- 
fort is required for the process of ob- 
servation, which includes seeing that 
the plant has ceased operations, that 
prenumbered tags are used and ac- 
counted for, that employees have re- 
ceived instructions in writing, that cut- 
off data at the shipping and receiving 
departments will insure that current 
sales and vendors’ invoices can be prop- 
erly recorded in the general books in 
relation to the material tagged (usually 
the adequacy of the company’s records 
has been established by prior engage- 
ments), that employees counting inven- 
tory are competent and thorough. 


On the other hand, the specific tests 
recorded by the public accountant dur- 
ing the observation do require the ap- 
plication of detailed programs to pro- 
vide tests of the accuracy of quantities 
shown on the finalized inventory when 
it is submitted some 10 to 40 days after 
the physical inventory. At that time 
the public accountant should be in a 
position to make tests designed to de- 
tect omission of tags which were written 
at the time of the physical inventory, 
or subsequent alterations of tags, or 
what is far more difficult to detect, the 
subsequent inclusion in the finalized in- 
ventory of tags which were written 
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after completion of the physical inven- 
tory. 

Some prepared forms used by the 
author to attain these objectives on a 
recent engagement are shown on the 
following pages. They may be described 
as follows: 


Exhibit I—Brief reminders to the 


Assistant-in-Charge. 

Exhibit II—Specific instructions to 
each of the assistants working under 
the direction of the assistant in 





charge. 
Exhibit ITI—A form which, upon 
completion, furnishes data for a 


check (some 10 to 40 days later) for 
tags added by the client some time 
after the count (whether correctly or 
falsely) to support the finalized in- 
ventory sheets. 


Exhibit IV—A form upon which to 
record specific counts observed or 
made by the assistant. When these 
counts are compared to the finalized 
inventory sheets some 10 to 40 days 
after the inventory-taking, this data 
is used to detect omission or altera- 
tion of original inventory counts. 


The feature of the form is, how- 
ever, the column at the extreme right 
which should be left blank at time of 
the inventory-taking. This column is 
completed some 10 to 40 days later 
when these counts are compared to 
the finalized inventory sheets. Often 
this work is done by another assist- 
ant. (It does not take additional time 
to approximate mentally and then 
write in the approximate dollar 
amount of the items during this 
work.) By footing this column on 
all such work sheets and running an 
adding machine tape of the total on 
all such work sheets the total dollar 
amount of inventory observed is eas- 
ily determined. Such a figure is of 
vital interest to those in charge ot 
examinations, 


October 





10. 


Nam 
Dat 
Dat 


19 





CH= 


the 
na 
the 
bed 


the 


to 
der 
in 


pon 


for 
ime 
> or 
in- 


to 

or 
1ese 
zed 
ays 
lata 
r= 


OW- 
ight 
e of 
nis 
ater 
l to 
ften 
1st- 
ime 
hen 
Har 
this 
on 
yall 
| on 
lar 
eas- 
$ of 


» Ol 


»ber 





Some Notes on the Observation of Physical Inventories 








EXHIBIT I 
Name of client: 
Address of plant: 
PHYSICAL INVENTORY WORK PROGRAM 
CHECK LIST FOR ASSISTANT IN CHARGE 
TAG INVENTORY 
Assistant 
in charge 


1. Obtain a copy of the client's inventory instructions (preferably 
two weeks prior to the inventory date) and review, requesting 
revisions, if necessary. Agree on method of pricing which will 
be consistent with preceding year. 

2. Obtain a copy of the client's work sheet which lists the names of 
the departments, names of department heads, serial numbers of 
tags issued to the department heads, and insert thereon the dol- 
lar value in each department at last inventory or at the last 
monthly closing. From this data assign assistants to selected 
departments. 

3. Give assistants an opportunity to read "carry forward" data on the 
departments to which they have been assigned. Then introduce the 
assistants to the client's department heads with whom they will 
be working and show them the locations and problems involved. 

4. See that the plant accountant is taking responsibility for control 
of tags during the inventory and subsequent accounting for their 
use. 

5. Arrange for cut-off tests: 

Receiving reports-- Record last serial number and ascertain that 
related material through that number is tagged. 

Shipping orders and bills of lading-- Record last serial number 
and ascertain that goods left plant. 

Requisitions between raw material, work-in-process, finished 
goods-=- See that requisitions still on hand in the plant are 
dated and posted before the inventory date and that employees 
are instructed to date subsequent requisitions "after the count.” 

Partial completion entries on orders from work-in-process to fin- 
ished goods-- See that system provides for such entries as well 
as entries for partial shipments out of the plant. 

R. R. cars on track-- Obtain car number and initials, contents, 
and status of seal. 

6. Ascertain that physical (tags) will be compared with perpetual 
records by the client in order that client may investigate large 
differences immediately. 

7. Inquire if there are goods which are not owned but are on consign- 
ment from others. Arrange for confirmation. (Price tests should 
disclose if client failed to identify such items and falsely added 
them to inventory.) 

8. Inquire if goods, the title to which has passed to the customers, 
have been set aside and excluded from the inventory. Arrange for 
confirmation. 

9. Inquire into the handling of intercompany or interdivision transfers 
over the cut-off period. Record sufficient shipping and receiving 
data to test check the procedures and to provide data for cross 
reference to similar tests made at other subsidiaries or divisions 
by our assistants there. 

10. If physical inventory is not exactly on close of business of year 
end or month end, inquire into labor accruals and provisions for 
recording movement of material. 


Name of assistant in charge 





Dates client tock physical counts kf to y ey inel. 





Dates of observations Y me: to ey Seay incl. 
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EXHIBIT II 
Name of client: 
Address of plant: 
PHYSICAL INVENTORY WORK PROGRAM 
INSTRUCTIONS TO ASSISTANT 
TAG INVENTORY 
Assistant 
ee 2 
3.0 9 
or 





1. You have been furnished a copy of the client's instructions. See 
that the employees are following these instructions. If some 
instruction is not being followed, discuss the matter with the 
company's department head. If the matter is not corrected, 
advise the assistant in charge. 

2. Make test counts along with the company's inventory crews and also 
make some tests of completed tags. Record tests on work sheets 
provided (Exhibit IV). Such counts at random furnish material 
for later tests to detect if there has been omission or alter- 
ation of original physical inventory data. 

3. In order to greatly increase the volume of the tests, sight test 
quantities on some completed tags by comparison with amounts on 
tags representing similar items which you observed while they 
were actually counted (in paragraph (2) above), but indicate by 
an asterisk on Exhibit IV which items you sight tested as de- 
scribed in this paragraph. 

4. When a section to which you have been assigned is complete, review 
the entire department quickly with a representative of the client's 
accounting department and the department head and all agree that 
work is complete. Orally authorize the department head to lift the 
tags and to account for consecutive numbers at his office (used, 
unused, voided). 

5. At the department head's office, after he has accounted for tags 
assigned to him (on Exhibit III provided): 

a} Record the day and hour you authorized the tags to be lifted. 

b) Record tags originally assigned to the department head. 

4 Record all large blocks of unused tags and inspect generally. 

(a Select a consecutive number, say 400, of originally issued 
tags and account for all serial numbers (just as company 
did) by recording the serial numbers of the "used" "unused" 
"voided" to total, say 400. 

(e) Make any general comments deemed important and in addition 
make inquiries about slow-moving materials. Indicate that 
you believe the inventory was well conducted, and/or offer 
your suggestion for improving the client's procedures. 

6. To obtain a test for false inclusion at the department head level 
select several of the “used” tags accounted for in paragraph 5(d) 
above and list them on a work sheet (as in paragraph 2 above) and 
locate and count the material. Label this work sheet "Test counts 
—s from tags after all tags were accounted for by department 

ead. 

7. Turn in your work sheets for review. A separate set of work sheets 
is required for each department. 

8. Trace some items recorded on your work sheets at time of physical 
count to perpetual records and scrutinize perpetual records for 
Slow-moving and obsolete items. See that client is doing this 
100%. If you are unable to trace to book records for lack of 
time, put a "To Do" note in the front of the file. 

9. Revise (or create) "carry forward" data describing the client's 
method of taking physical inventory in this department. 
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EXHIBIT III 
Name of client: 
Address of plant: Department 
nt After department head has completed accounting 
Y for consecutive numbers of tags originally 
& issued to him, record 
cr 
° (a) Time and day authorized tags to be lifted in cooperation 


with representative of client's accounting department. 


(b) Tags originally assigned to the department head, Mr. 


From # To # Total 





(c) Large blocks of unused tags (list after department head 
has accounted for tags)* 


From # To # From # To # From # To # Total 





*At a later date it will be ascertained that these are still unused, 
as a test for items added to the finalized inventory after count. 











(d) Selective test of consecutive tag numbers (# to # )= (A) 
(A) ACCOUNTED FOR AS FOLLOWS: 
Used Unused* Voided 
From # To # Total From To # Total Listed by tag # 








(e) Comments: 
General 


Obsolete and slow-moving items 


Conclusion 
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Name of client: 





Address of plant: 


EXHIBIT IV 


Department 





OBSERVATION OF PHYSICAL INVENTORY 








TEST COUNTS 
Plant U 
Department N 
Tag . I 
# Description oak 


Quantity 
per tag 


counted 


Traced (in 
round amount 
to be entered 

below) to $ 

listing on 
finalized 


inventory 


Note - It is more important to observe that the crews of the client are doing 
an accurate job of counting and are entering on tags sufficient data to en- 
able accurate costing at a later date than to list a great many counts hereon. 
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The Accountant’s Opinion Before and After 
Auditing Procedure Statement No. 23 


By STEPHEN 


I’ is regrettable that many CPA’s do 

not keep abreast of developments in 
the field of public accountancy. The 
profession has not stcod still and its 
practice and procedures are gradually 
changing; the changes are reflected in 
the accounting and auditing bulletins 
and pronouncements of The American 
Institute of Accountants. 

As an illustration, let us review the 
accountant’s opinion, or, as it was for- 
merly known, the accountant’s certifi- 
cate. 


Accountant’s Certificate 


Prior to the Ultramares case, the ac- 
countant’s certificate read somewhat as 
follows: 


“We have audited the books of account 
of the ABC Company for the year ended 
December 31, 1925, and hereby certify that 
the accompanying balance sheet and profit 
and loss statement correctly present the 
company’s financial condition at December 
31, 1925, and its operating results for the 
year then ended.” 








STEPHEN CHAN, C.P.A.y is a 
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the American Institute of Account- 
ants and the American Accounting 
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as a Director of the Society and 
Chairman of the Publications Com- 
mittee. 

Mr. Chan has written a number 
of articles which have appeared in 
the Journal of Accountancy, the 
Canadian Chartered Accountant, 
The New York Certified Public Ac- 
countant, and other publications. He 
is a partner in the firm of Eisner & 
Lubin, C.P.A’s. 
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Cuan, C.P.A. 


After the U/tramares case and simi- 
lar disturbances, the majority of practi- 
tioners added the words “in our opin- 
ion” immediately following . . . “hereby 
certify that”... in the foregoing form 
of certificate. 


Accountant’s Report 


The use of the term, “accountant’s 
certificate,’ and the words, “we hereby 
certify”, persisted generally until 1934, 
when, in the pamphlet “Audits of Cor- 
porate Accounts”, the American Insti- 
tute of Accountants published the 
report of its special committee on co- 
operation with Stock Exchanges, which 
contained this comment: 


“We think it desirable to emphasize the 
fact that accounts, and consequently any 
statements or reports based thereon, are 
necessarily in large measure expressions 
of opinion. To this end, we think it desir- 
able that the document signed by the ac- 
countants should be in the ferm of a report, 
as in England, rather than a certificate, 
and the words “in our (my) opinion” 
should always be embodied therein. It is 
impracticable to indicate in a standard form 
of report exactly the procedure followed, 
since it will vary in different cases, and it 
will be desirable to use language which 
may understate what has been done rather 
than to incur the risk of the extent of the 
examination being exaggerated by the 
reader.” 


The suggested form of accountant’s 
report, follows: 


“To the XYZ Company: 

We have made an examination of the 
balance sheet of the XYZ Company as at 
December 31, 1933, and of the statement of 
income and surplus for the year 1933. In 
connection therewith, we examined or 
tested accounting records of the Company 
and other supporting evidence and obtained 
information and explanations from officers 
and employees of the Company; we also 
made a general review of the accounting 
methods and of the operating and income 
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accounts for the year, but we did not make 
a detailed audit of the transactions. 

In our opinion, based upon such exami- 
nation, the accompanying balance sheet and 
related statement of income and surplus 
fairly present, in accordance with accepted 
principles of accounting consistently main- 
tained by the Company during the year 
under review, its position at December 31, 
1933, and the results of its operations for 
the year. 


This form was accompanied by the 
committee’s suggestions, three of which 
are set forth below: 

“It is contemplated that before signing 
a report of the type suggested, the account- 
ant should have at least made an examina- 
tion of the character outlined in the bul- 
letin, ‘Verification of Financial State- 
ments’.” 

“This certificate is appropriate only if 
the accounting for the year is consistent in 
basis with that for the preceding year. If 
there has been any material change either 
in accounting principles or in the manner 
of their application, the nature of the 
change should be indicated.” 

“It is contemplated that the form of re- 
port would be modified when necessary tc 
embody any qualifications, reservations or 
supplementary explanations.” 


The foregoing recommendations rep- 
resented a forward step towards uni- 
formity of meaning in the auditor's re- 
port, and were generally followed by 
the larger accounting firms. However, 
many smaller practitioners persisted in 
using the words “we hereby certify.” 
Also, some firms used those words 
without first making a complete audit 
or verification. 

Early in 1939, because of disclosures 
stemming from a celebrated fraud in a 
publicly owned corporation, the annual 
reports of which had been audited by 
an internationally known accounting 
firm, the American Institute and the 
New York State Society appointed spe- 
cial committees to review prevailing 
auditing practices. 


Institute Bulletins 


There resulted in October, 1939, the 
first of the American Institute’s State- 
ments on Auditing Procedure, entitled 
“Extensions of Auditing Procedure.” 
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This complete Statement No. 1, com- 
prising twelve pages, should be care- 
fully reread by every practitioner since, 
despite the lapse of more than ten years, 
many Certified Public Accountants still 
do not follow its prescribed procedures. 

The following short form of Inde- 
pendent Certified Public Accountant’s 
Report or Opinion, was set forth in 
Statement No. 1: 


“To the Board of Directors (or stock- 
holders) of the XYZ Company: 


We have examined the balance sheet of 
the XYZ Company as of April 30, 1939, 
and the statements of income and surplus 
for the fiscal year then ended, have re- 
viewed the system of internal control and 
the accounting procedures of the company 
and, without making a detailed audit of 
the transactions, have examined or tested 
accounting records of the company and 
other supporting evidence, by methods and 
to the extent we deemed appropriate. 

In our opinion, the accompanying bal- 
ance sheet and related statements of income 
and surplus present fairly the position of 
the XYZ Company at April 30, 1939, and 
the results of its operations for the fiscal 
year, in conformity with generally accepted 
accounting principles applied on a basis 
consistent with that of the preceding year. 


In February, 1941, the Securities and 
Exchange Commission (which has 
done much to -clarify and codify ac- 
counting practice) suggested the addi- 
tion of one sentence to the standard 
form of certificate. This resulted in the 
following addition to the first para- 
graph of the foregoing standard form 
of report. 

“Our examination was made in accord- 
ance with generally accepted auditing stand- 
ards applicable in the circumstances and 
included all procedures which we consid- 
ered necessary.” (Statement on Auditing 
Procedure No. 5—February, 1941.) 


To clear up misunderstandings, the 
Institute's Committee on Auditing Pro- 
cedure recommended in its Statement 


No. 12, dated October, 1942, 


“that, hereafter disclosure be required in 
the short form of independent accountant’s 
report or opinion in all cases in which the 
extended procedures regarding inventories 
and receivables set forth in ‘Extensions of 
Auditing Procedure’ are not carried out, 
regardless of whether they are practicable 
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The Accountant’s Opinion Before and After A.P.S. No. 23 


and reasonable, and even though the inde- 
pendent accountant may have satisfied him- 
self by other methods.” 


Present Form of 
Accountant’s Report 


The general form of accountant’s re- 
port remained unchanged until 1948. 
Then, in Statement No. 24, issued in 
October, the following revised form 
was presented : 

“We have examined the balance sheet of 
X Company as of December 31, 19..., and 
the related statement(s) of income and 
surplus for the year then ended. Our ex- 
amination was made in accordance with 
generally accepted auditing standards, and 
accordingly included such tests of the ac- 
counting records and such other auditing 
procedures as we considered necessary in 
the circumstances. ; 

“In our opinion, the accompanying bal- 
ance sheet and statement(s) of income 
and surplus present fairly the financial po- 
sition of X Company at December 31, 19 
and the results of its operations for the 
year then ended, in conformity with gen- 
erally accepted accounting principles ap- 
plied on a basis consistent with that of the 
preceding year. 

In December, 1947, a controversy 
began within the profession, following 
the publication of a tentative Statement 
No. 23, entitled, Clarification of Ac- 
countant’s Report When Opinion is 
Omitted. As a result of various writ- 
ten and oral expressions by the mem- 
bership, this statement was carefully 
considered and then issued in final form 
as adopted at the annual meeting of the 
Institute in November, 1949. 


Auditing Procedure Statement 
No. 23 (Revised) 


This Statement was issued in De- 
cember, 1949. Its purpose has been 
misunderstood by many, and its provi- 
sions have been ignored by others. For 
instance, The New York State Society 
of Certified Public Accountants, the 
largest state society in the country, has 
not yet asked its members to follow the 
rules set forth in this bulletin, and many 
members have displayed no intention of 
following it. 

Despite all that has been published 
in the Journal of Accountancy and in 
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The New York Certified Public Ac- 
countant on this subject, it may be well 
to again explain the purpose of State- 
ment No. 23, and how its provisions 
may be carried out. 

The theory which gave rise to this 
bulletin is not new or novel, it was 
contained in the ‘Extensions of Audit- 
ing Procedure” approved in Septem- 
ber, 1939, which included the following 
paragraph : 

“The independent certified public ac- 
countant should not express the opinion 
that financial statements present fairly the 
position of the company and the results of 
its operations, in conformity with gener- 
ally accepted accounting principles, when 
his exceptions are such as to negative the 
opinion, or when the examination has been 
less in scope than he considers necessary. 
In such circumstances, the independent cer- 
tified public accountant should limit his 
report to a statement of his findings and, 
if appropriate, his reasons for omitting an 
expression of opinion.” 


Statement 23 merely substitutes for, 
and amplifies, the words “if appro- 
priate” in the last sentence above, by 
stating that 

“the independent certified public account- 

ant should state that he is not in a position 

to express an opinion on the financial state- 
ments taken as a wKole and should indicate 
clearly his reasons therefor.” 


The bulletin then states that 


“The purpose of these assertions by the 
accountant is to indicate clearly the degree 
of responsibility he is taking.” 


The major tenet of Statement 23 is 
expressed in paragraph 4 thereof, as 
follows 


“Since the accountant cannot effectively 
control the use to which financial state- 
ments accompanied by his name may be 
put, the adoption of practices which will 
minimize the possibilities of uncertainties 
and misinterpretations by third parties is 
obviously to the interest of all concerned 
and should aid in the avoidance of embar- 
rassment and damage to the profession. 
The committee on auditing procedure, 
therefore, recommends that, whenever fi- 
nancial statements appear on the stationery 
or in a report of an independent certified 
public accountant, there should be a clear- 
cut indication of the character of the ex- 
amination, if any, made by the accountant 
in relation to the statements, and either an 
expression of opinion regarding the state- 
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ments, taken as a whole, or an assertion to 
the effect that such an opinion cannot be 
expressed. When the accountant is unable 
to express an over-all opinion, the reasons 
therefor should be stated.” 


This statement deals mainly with 
signed reports, but this quotation from 
paragraph 6 should be of interest in 
connection with monthly or interim re- 
ports: 


“When financial statements prepared 
without audit are presented on the account- 
ant’s stationery without comment by the 
accountant, a warning such as, Prepared 
From the Books Without Audit, appearing 
prominently on each page of the financial 
statements, is considered sufficient.” 


The bulletin further states, 


“It is not contemplated that the dis- 
claimer of opinion should assume a stand- 
ardized form. Any expression which 
clearly states that an opinion has been with- 
held and gives the reasons why would be 
suitable.” 


Illustrations of Application 

in Practice 

For purposes of a long or short form 
report accompanying interim financial 
statements, it is believed that the fol- 
lowing closing paragraph complies with 
Statement 23: ’ 


This interim report is submitted for man- 


agement purposes, and we did not inde- 
pendently verify the assets and liabilities 
at this date. Therefore, we cannot express 
an opinion as to the attached financial state- 
ments, although they have been prepared 
in conformity with generally accepted ac- 
counting principles applied on a basis con- 
sistent with that of the preceding year. 


A typical application accompanying 
‘rear-end statements follows: 


ea 


“Since we did not attend at the physical 
inventory taking, we are unable to express 
an opinion as to the financial statements as 
a whole. However, in all other materiai 
respects, it is our opinion that the attached 
financial statements present fairly the as- 
sets and liabilities of XYZ Corporation 
at December 31, 1949, and the operating 
results for the year then ended, in con- 
formity with generally accepted accounting 
principles applied on a basis consistent with 
that of the preceding year. 


Conclusion 

The requirements of Auditing Proce- 
dure Statement 23 are desirable. It has 
been adopted by the members of the 
American Institute and now becomes 
one of its rules. It is up to all members 
of the profession to conform, both as 
to the form of opinion or denial thereof 
as well as the underlying audit work. 
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A Simplified Form of Accountants’ Opinion 


By AvveN C. Smiru, C.P.A. 


HE annual reports for the year 1949 

of several corporations contained 
an accountants’ opinion reading some- 
what as follows: 


“In our opinion, the attached financial 
statements fairly present the position of 
A.B.C. Corporation and its subsidiaries at 
December 31, 1949 and the results of their 
operations for the year then ended, in con- 
formity with generally accepted accounting 
principles applied on a basis consistent with 
that of the preceding year. Our examina- 
tion of such statements was made in ac- 
cordance with generally accepted auditing 
standards, and accordingly included such 
tests of the accounting records and such 
other auditing procedures as We considered 
necessary in the circumstances. 


This form of opinion is believed to 
contain all of the essential parts of the 
present standard form. Regulation S-X, 
in referring to accountants’ certificates, 
states 


“The accountant’s certificate (i) shall 
contain a reasonably comprehensive state- 
ment as to the scope of the audit made in- 
cluding, if with respect to significant items 
in the financial statements any auditing prc- 
cedures generally recognized as normal 
have been omitted, a specific designation of 
such procedures and of the reasons for their 
omission; (ii) shall state whether the audit 
was made in accordance with generally ac- 
cepted auditing standards applicable in the 
circumstances ; and (iii) shall state whether 
the audit made omitted any procedure 
deemed necessary by the accountant under 
the circumstances of the particular case.” 


Regulation S-X also states: 


“The accountant’s certificate shall state 
clearly : (i) the opinion of the accountant 
in respect of the financial statements cov- 
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ered by the certificate and the accounting 
principles and practices reflected therein; 
(ii) the opinion of the accountant as to any 
changes in accounting principles or prac- 
tices, or adjustments of the accounts, re- 
quired to be set forth by rule 3-07; and 
(iii) the nature of, and the opinion of the 
accountant as to any significant differences 
between the accounting principles and prac- 
tices reflected in the financial statements 
and those reflected in the accounts after the 
entry of adjustments for the period under 
review.” 


Since the present standard form of 
opinion is assumed to fulfill the require- 
ments of S-X as quoted above, it will 
be obvious from the study of the revised 
form, that it, too, fulfills such require- 
ments. 

This simplified form can be readily 
adapted to cases where there are quali- 
fications of accounting principles or to 
the scope of the examinations or excep- 
tions to consistency. The following ex- 
amples have been taken from annual 
reports for 1949 and indicate the meth- 
od in which exceptions can be fitted 
into the new form: 


“In our opinion, except for the possible 
effect that the matters referred to in Notes 
A and B may have, the attached statements 
present fairly the financial position of 
A.B.C. Corporation at December 31, 1949 
and the results of its operations for the 
year then ended in conformity with gener- 
ally accepted accounting principles. Except 
for the changes, which we approve, in the 
methods of computing interest during con- 
struction and depreciation for the year 1949, 
as set forth in Notes A and B the account- 
ing principles have been applied on a basis 
consistent with that of the preceding year. 
Our examination of such statements was 
made in accordance with generally accepted 
auditing standards, and accordingly in- 
cluded such tests of the accounting records 
and such other auditing procedures as we 
considered necessary in the circumstances.” 


“Subject to the adequacy of the reserve 
for possible additional federal taxes on in- 
come referred to in Note A to the financial 
statements, in our opinion the accompany- 
ing balance sheet and statement of profit 
and loss and earned surplus present fairly 
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the financial position of A.B.C. Company at 
December 31, 1949 and the results of its 
operations for the year then ended, in con- 
formity with generally accepted accounting 
principles applied on a basis consistent with 
that of the preceding year. This opinion is 
based on an examination of the statements 
made in accordance with generally accepted 
auditing standards including such tests of 
the accounting records and such other 
auditing procedures as we considered nec- 
essary in the circumstances.” 


“In our opinion, the accompanying bal- 
ance sheet and related statements of income 
and earned surplus together with the notes 
thereto fairly present the financial position 
of A.B.C. Company at December 31, 1949 
and the results of its operations for the 
year then ended, in conformity with the 
principles of accounting prescribed for elec- 
tric railways by the Interstate Commerce 
Commission applied on a basis consistent 
with that of the preceding year except for 
the change in the accounting for interest in 
arrears explained in Note A, which change 
has our approval. Our examination of these 
statements was made in accordance with 
generally accepted auditing standards and 
accordingly included such tests of the ac- 
counting records and such other auditing 
procedures as we considered necessary in 
the circumstances.” 


“In our opinion, the accompanying con- 
solidated statements present fairly the 
financial position of A.B.C. Company and 
its wholly owned subsidiaries at November 
30, 1949 and the results of their operations 
for the fiscal year then ended, in conformity 
with generally accepted accounting princi- 
ples applied on a basis consistent with that 
of the preceding year. Our examination of 
such statements was made in accordancc 
with generally accepted auditing standards 
except that, in accordance with instructions, 
we did not obtain confirmation of accounts 
receivable of the parent company and cer- 
tain subsidiaries direct from the debtors; 


however, with respect to these receivables, 
we have satisfied ourselves by means of 
other auditing procedures. The examina- 
tion included such tests of the accounting 
records and such other auditing procedures 
as we considered necessary in the circum- 
stances.” 


Initially a question was raised as to 
whether the simplified form of opinion 
would be satisfactory to the Securities 
and Exchange Commission. Since it 
has been used in registration statements 
which have been reviewed by the staff 
of the Commission, it seems reasonable 
to assume that they have found no ob- 
jection to it. Also, there have been no 
questions raised as to its use in certain 
Form 10-K’s filed during the past year. 

Discussions with bankers and cor- 
porate officials have indicated that they 
like the directness and simplicity of this 
form. It is believed that the reader of 
financial statements is primarily inter- 
ested in the accountant’s opinion, and 
the new form spotlights exceptions or 
qualifications in the first sentence. If 
there is no qualification or exception in 
the opinion sentence, whether he reads 
beyond that sentence does not seem to 
be too important. If, however, the opin- 
ion sentence contains a qualification or 
reference to a succeeding paragraph, 
the reader is put on notice immediately. 
Recognizing tuat it seems to be a char- 
acteristic of human nature to read no 
more than is necessary, the expression 
of an opinion in the first sentence may 
tend to lessen the use of the remark, 
so often heard when the accountants’ 
opinion contained an exception or quali- 
fication, “Oh, I never read all of the 
accountants’ opinion.” 
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An Audit of the Affairs of an 


Insolvent Debtor 
By Saut C. Hertz, C.P.A. 


of the Affairs of An Insolvent 
Debtor.” I used the word “insolvent” 
instead of “bankrupt” purposefully. At 
common law, as most of you know, a 
debtor was insolvent if he was finan- 
cially embarrassed, even though his 
assets may have exceeded his liabilties. 
Nowadays, the definition of insolvency 
has been narrowed in the minds of 
many by the National Bankruptcy Act. 
The act limits the definition to just 
those cases where the equity section of 
the balance sheet shows a net deficit. 
Frequently, however, debtors, who 
would be solvent according to the Bank- 
ruptcy Act, find themselves in a finan- 
cially embarrassed position and require 
the cooperation of their creditors. Sit- 
uations of this type were encompassed 
by the common law definition, Eventu- 
ally, such debtors’ problems are solved 
by ordinary liquidation, by assignment 
for the benefit of creditors, by general 


9 title of this paper is “An Audit 
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or limited extensions or arrangements 
with creditors, by bankruptcy, or by 
several other methods. 

Lawyers often say that if a case is 
well prepared, half the legal battle is 
won. The prerequisite to a well pre- 
pared case is a thorough and well plan- 
ned investigation. Thus, the accountant 
selected by creditors to investigate and 
report on the affairs of an insolvent 
debtor must have a carefully arranged 
program before commencement of the 
audit. The job should be assigned to 
qualified and, if possible, experienced 
personnel because, frequently, books 
and records are received in poor condi- 
tion, lacking vital facts and figures, 
which perseverance and skillful applica- 
tion of past experience may reveal. In 
order to assure undivided attention and 
energy, the men so selected should also, 
if feasible, be relieved of other assign- 
ments until the report to creditors is 
submitted. The work must be done ex- 
peditiously, accurately, and thoroughly, 
with the view that the accountant will 
be called upon to act as a witness in 
court or appear at a creditors meeting. 
The audience at such a meeting or in 
court is generally very inquisitive and 
impatient. The creditors are usually in 
an unhappy frame of mind. That being 
the case, you will find yourselves tar- 
gets for sharp and well directed queries. 
Proper preparation, therefore, is essen- 
tial ds a reasonable safeguard against 
any possible embarrassment. 

Audit notes, working papers and 
schedules supporting your report 
should be on hand and properly ar- 
ranged for quick reference. A thorough 
knowledge of the contents of your re- 
port and papers will avoid undue delay. 
The accountant who is alert and well 
prepared in anticipation of the various 
points that will be raised by creditors 
or counsel, will conduct himself before 
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creditors or in court with confidence 
and conviction, and add weight to his 
opinions and recommendations. 


Then again, such ample preparation, 
the kind of report it yields, and your 
general conduct and poise before a 
meeting will be recalled subsequently. 
The accounting firms who have attained 
recognition in this branch of the profes- 
sion may well owe their success to the 
manner in which they have rendered 
their reports and given testimony in the 
past. 


An Orderly Approach to the Audit 


What should you do on your first 
visit to the premises of the debtor? 
1. Make a complete inventory of all 
books, records and documents. 


2. Make an actual inventory of all the 
fixed assets, including machinery, 
equipment, furniture and fixtures. 
Some reliable person may be ap- 
pointed by representatives of the 
creditors to do this work, obviating 
the need for the accountant to make 
the listing, but he should be sure to 
get the schedule in a very compre- 
hensive form. Before the account- 
ant has proceeded with the audit, it 
frequently occurs that machinery, 
fixtures and equipment as well as 
merchandise are removed from the 
premises by representatives of the 
creditors and, consequently, having 
such a schedule on hand will enable 
the accountant to verify the items 
eventually disposed of by such rep- 
resentatives of creditors. 

3. Make an actual physical inventory 
of all merchandise. This may be 
made under your supervision or by 
other representatives of the credi- 
tors. These inventories will serve 
as the nucleus for your subsequent 
audit procedure. In the event that 
further investigation reveals certain 
discrepancies in the inventory, or 
concealments of merchandise, this 
schedule may become an important 
exhibit to be used as evidence. 


GN 
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4. Prepare a tentative report consist- 
ing of required exhibits and sched- 
ules from books and records before 
audit, This is advisable in order to 
satisfy anxious and inquiring credi- 
tors. Furthermore, creditors may 
meet and select a committee, or hear 
the representative of the debtor pro- 
pose certain plans. For that pur- 
pose, if the debtor has not already 
prepared a statement for such a 
meeting, and the accountant already 
has been selected by some of the 
larger creditors, he will be expected 
to have such a tentative report in 
readiness. While a report prepared 
without audit may appease some of 
the creditors, and I use the term 
“appease” figuratively, I do not rec- 
ommend its general use, because of 
its incompleteness and the lack of 
thoroughness and other profession- 
al qualities which such haste en- 
courages. 


5. It would be wise to make several 
copies of this report for distribution 
if a tentative report is expedient, 
so that creditors will easily follow 
the figures and have something 
tangible after they leave the meet- 
ing. 

6. Circularize accounts receivable and 
payable as well as loan creditors, 
attorneys, insurance agents, banks, 
tax departments, other debtors and 
creditors. Personally call on large 
creditors and attorneys for inspec- 
tion of their files. 


In proceeding with the actual audit, 
the following should be borne in mind: 


1. Is there any evidence of fraud? 

2. What is the present financial condi- 
tion of the debtor? 

3. What was the cause of the failure? 

4. With respect to questions that may 
be asked by creditors: 


a. Was a false financial statement 
issued, on which the creditors re- 
lied in establishing credit? 

b. Are all assets accounted for 
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and liabilities clearly determined ? 
Are there any fraudulent claims? 

c. What are the administrative 
expenses ? 

d. What may creditors expect in 
liquidation, after all expenses of ad- 
ministration are met? 

e. In the event a debtor desires 
to remain in business under an ex- 
tension, under what conditions does 
he expect to operate and how will 
he finance his operations ? 

f. Have any creditors received a 
preterence: 


In spite of all that has been said 


about fraud in bankruptcy, most  in- 
solvencies today are honest. Thus, the 
accountant has a dual responsibility. 
His function is not only to discover 
fraud, but also to assist in enriching the 
estate by the guidance he offers the 
creditors or the debtor in its admini- 
stration, so that they may decide on 
the best course to pursue. Under these 
conditions, the accountant may have the 
opportunity and, if it presents itself, 
may be expected and called on to do 
the following : 


i 


Discover honestly hidden assets, (oj 
which the following are some illus- 
trations) which may augment the 
estate. 

a. Pending law suits. As an il- 
lustration of this point, we recently 
had a situation in which the assets 
available for distribution to credi- 
tors had a realizable value amount- 
ing to approximately $.15 on the 
dollar. However, during the course 
of our audit, we discovered some 
correspondence that had taken place 
about two years prior to the date of 
our audit which revealed that a law 
suit had been instituted by another 
corporation, which was a wholly 
owned subsidiary of the insolvent 
debtor corporation. The subsidiary 
in other respects was entirely de- 
funct, and the attorney representing 
the plaintiff was no longer the at- 
torney for other matters affecting 
the corporation. This suit has not 
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been completed as yet, but it was 
estimated that it would add at least 
$.20 on the dollar to the funds avail- 
able for distribution to creditors. 

b. Possible tax refunds and 
carry-back claims, 

c. Insurance premium refunds. 
It is definitely recommended that 
the auditor visit offices of insurance 
agents and thoroughly check pre- 
mium refunds that may be available. 
These sums might amount to sub- 
stantial figures. 

d. Valuable leases. Where a 
lease for premises still had time to 
run at the time of a creditors’ meet- 
ing and, where the debtor was sim- 
ply liquidating his business under 
supervision of creditors without any 
formal assignments or petitions in 
bankruptcy, creditors were able to 
obtain a «substantial amount of 
money by offering the lease for sale, 
rather than by abandoning the 
premises—as the owner of the prop- 
erty would have preferred. 

e. Withdrawals in the form of 
loans or capital that may have re- 
covery value. In another matter, 
careful scrutiny of the accounts re- 
vealed that loans were ostensibly 
made by officers of the corporation, 
but actually turned out to be with- 
drawals of capital. In this case, the 
capital was actually borrowed 
money and, when the debtors real- 
ized their predicament, they with- 
drew checks payable to themselves, 
but the endorsements on the checks 
revealed that the money was turned 
over to other individuals. Such in- 
dividuals, in this case, were people 
of substantial means from whom 
these monies could be recovered. 

f. Hypothecated assets, such as 
accounts receivable, merchandise, 
fixed assets, etc. In numerous in- 
stances, assets have been freed of 
liens where the liens were defective, 
and general creditors were enabled 
to obtain much larger dividends be- 
cause of these discoveries. During 
the course of another audit, we had 
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occasion to examine a_ factoring 
agreement which, among other 
things, provided that the factor had 
a lien on all merchandise on the 
premises except that the contract 
specifically described the location 
where the merchandise would be 
kept. In compliance with the agree- 
ment, the debtor had constructed a 
wire cage, and all merchandise with- 
in that cage was subject to the lien 
of the factor. The factor also main- 
tained a custodian on the premises. 
After several years of operations 
under this plan, however, the com- 
pany needed more space for inven- 
tory and built a shed outside the 
building where merchandise over- 
flow was stored, Since the lien did 
not apply to merchandise outside 
the cage, there was some question 
as to whether the factor had a valid 
lien on this merchandise. The mat- 
ter was brought to the attention of 
the attorneys for the creditors. This 
matter was never litigated and, 
therefore, I do not know what the 
outcome would have been. Instead, 
a settlement was made with the 
attorneys for the factor, which also 
resulted in a substantial increase in 
assets available for distribution to 
the creditors. 

g. Patents, copyrights and trade- 
marks. Oftentimes, such assets are 
not carried on the books of the 
debtor, but further investigation 
may reveal a cash value in liquida- 
tion. 

h. Life insurance policies owned 
by the company. Such assets will 
not appear on the books and records 
if annual premiums have been 
charged to expense without addi- 
tional entries setting up the cash 
surrender value. 

i. Commitments which have re- 
sidual value, as commitments for 
purchase of merchandise in a rising 
market. 

To counsel creditors by means of a 
forecast of operatons, should they 
grant the debtor an extension. Such 


forecasts should be prepared as to 
operations and finances. Creditors 
and honest debtors have more to 
gain if a business can be restored 
and rehabilitated, instead of being 
liquidated through the channels of 
bankruptcy. 


Apropos of the foregoing, the ac- 
countant may also be requested to act 
as a business adviser. Of course, there 
are certain limitations but, in my opin- 
ion, there is no one individual who is 
in a better position, or better qualified, 
to formulate plans for the successful 
operation of a business and the correc- 
tion of its weaknesses than the account- 
ant. However, one must be on guard 
against optimistic assumptions. Ample 
qualifications should be made, thereby 
affording the debtor an opportunity to 
exceed the predetermined figures rather 
than to fail in meeting them. 


3. All claims by creditors should be 
carefully checked and investigated. 
New creditors may unexpectedly 
arise and old claims may not have 
been correctly recorded. It is not 
sufficient merely to get the listing 
from the books. Written confirma- 
tion with each creditor should be 
supplemented by consultations with 
the debtor or his employees. 


It has been said that there was a time 
when corruption by dishonest debtors 
was rampant and bankruptcy was a 
juicy and flagrant racket. In those days, 
accountants were seldom, if ever, re- 
tained. These conditions have been 
pretty well abolished through the ef- 
forts of business men in general, 
through their trade associations, and 
particularly through such organizations 
as the New York Credit Men’s Asso- 
ciation and other credit groups. 

Along with the reform in bankruptcy 
legislation and procedure, we also find 
the presence of high-grade, competent 
lawyers working in cooperation with 
capable certified public accountants. 
Accountants, therefore, have found a 


(Continued on page 608) 
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Case Studies in Labor-Management 
Relations 


Sponsored by THE COMMITTEE ON LABOR-MANAGEMENT RELATIONS 


EVERAL years ago the New York 

State Society of Certified Public 
Accountants appointed a special com- 
mittee to inquire into the role played 
by public accountants in matters deal- 
ing with relations between employers 
and employees. As part of its assign- 
ment the committee requested informa- 
tion from a number of New York ac- 
counting firms as to what each had 
been and was doing in this respect. 

Much has been written in recent 
years by representatives both of labor 
and management as to the importance 
of factual data—reliable figures of costs, 
profits, etc——in wage negotiations. 
Much has also been written as to the 
aid that may be rendered by the cer- 
tified public accountant in the prepara- 
tion of such data in an independent 
unbiased manner. These numerous pa- 
pers, however, have contained very lit- 
tle information as to the type of serv- 
ices that have been rendered by public 
accountants in actual disputes. 

Most accounting firms have at one 
time or another assisted in the prepa- 
ration of payroll and wage incentive 
systems and many have prepared data 
for the use of management in wage 
negotiations. On occasion, practition- 
ers have been asked as individuals to 
arbitrate disputes. However, the re- 
corded cases in which public account- 
ants have been called upon to prove or 
disprove allegations in disputes have 
been few. 

Therefore, the committee believes 
that details of several such instances 
that came to their attention during their 
inquiries should prove interesting to 
accountants generally. Three New 
York firms who reported such instances 
kindly agreed to supply the committee 
with the details which are reproduced 
herewith. 


A Dispute As to the Profitability 
of Certain Operations 


Company X was engaged in the pro- 
1950 


duction and distribution to retail out- 
lets of three related perishable con- 
sumer goods. The company employed 
a route delivery system, using company 
owned trucks; the route drivers also 
acted as salesmen and were paid a base 
wage, plus commission. 

Based on reports of its accounting 
department, management decided that 
certain routes operating at a loss should 
be discontinued and the employment of 
the drivers terminated. The represen- 
tative of the local chapter of a national 
union, of which the drivers were mem- 
bers, contested the proposed action, 
maintaining that the company’s opera- 
tional data were not accurate. 

An arbitrator, agreeable to both par- 
ties, was selected. It was evident that 
no fair solution could be reached with- 
out careful examination of the facts. 
Therefore, in accordance with an agree- 
ment between the company and the 
union, the arbitrator appointed a firm 
of certified public accountants, not pre- 
viously retained by the employer or the 
union, to determine independently the 
accuracy of the figures presented by 
the company concerning the profit or 
loss sustained in the operation of the 
routes. It was to be the responsibility 
of the accountants to determine, first, 
whether the accounting methods em- 
ployed by the company in the distribu- 
tion of expenses to the routes were rea- 
sonable, fair, and equitable (the opin- 
ion, if in the affirmative, not necessarily 
excluding all possible alternative meth- 
ods as inequitable) and, second, to set 
forth the results of operations of the 
particular routes in question, hereafter 
referred to as X Routes. 

The Accountants’ Examination: The 
accountants did not make a detailed 
examination of all transactions, but 
through tests of the accounting meth- 
ods and examination of supporting 
data, arrived at what they considered 
to be a fair opinion as to the reason- 
ableness of the company’s accounting. 
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A current four-week period was selec- 
ted as the basis for test. The scope of 
the accountants’ examination and perti- 
nent data regarding the system are 
reviewed briefly in the discussion fol- 
lowing. 

Sales: The agreement of the total of 
the detailed sales records with the gen- 
eral books was checked, the distribution 
to routes of sales shown on drivers’ re- 
ports was tested, as was the classifica- 


tion of sales as among the three 
products. 
Sales Returns and Discounts: Gen- 


erally the same procedures were fol- 
lowed as outlined with respect to sales. 


Cost of Sales: On the statement of 
results of operations of X Routes, cost 
of sales was computed as a percentage 
of gross sales, a different percentage 
being applied for each product classifi- 
cation. The cost percentages applicable 
to each product classification and divi- 
sion of the business were calculated by 
applying product costs, based upon ma- 
terial formulae and observed labor 
operations, to the sales of the respective 
products. Shop labor and plant over- 
head which could not be allocated di- 
rectly to specific products were incorpo- 
rated in the total product costs as a 
percentage of sales. It was not practi- 
cable to check the construction of the 
various material formulae and labor 
schedules. To do this would have ne- 
cessitated attendance at the plant during 
a considerable period of operations. 
However, the methods used in con- 
structing the formula costs were re- 
viewed and satisfaction obtained as to 
the consistency of the methods and 
application of the principles involved. 
The cost percentages which were devel- 
oped from the formula costs were ap- 
plied to the total of the company’s sales 
in the various product classifications 
and divisions of the business. The total 
cost so computed was compared with 
the total cost of sales per the general 
books. In connection with the various 
costs of raw materials, direct shop labor 
and plant overhead, a number of rep- 
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resentative entries in the accounts were 
traced to the original evidences of trans- 
actions. 

Salesmen’s Salaries: The actual sal- 
aries and commissions paid to the sales- 
men on the routes under consideration 
were used for the four-week test period. 

Automotive Expenses: Those ex- 
penses which could be charged direct to 
the trucks used on the routes were so 
allocated. Other items, representing 
service, miscellaneous materials, cleri- 
cal work, and supervision, were com- 
puted by dividing the total amount ex- 
pended in these classifications by the 
total number of trucks stored. 

The accounts in the general books 
with respect to automotive expenses 
were supported by detail records for 
each vehicle maintained at the garage. 
A number of transactions in the various 
expense classifications were traced to 
original documents to test the accuracy 
of the distributions. 


Other Selling, General and Adminis- 
trative Expenses: The company ap- 
plied a percentage of gross sales to pro- 
vide for these costs in computing the 
results of operations of routes. The 
expense classifications were reviewed 
and a number of representative entries 
in the accounts were traced to the 
original evidences of transactions. The 
sum of the actual selling, general, and 
administrative expenses was compared 
to the total gross sales to determine 
the propriety of the percentage rela- 
tionship. 


3ased upon their examination of the 
books and records of the company, re- 
viewed briefly above, the accountants 
were able to render an independent 
opinion as to the equitableness of the 
accounting methods followed by the 
company in distributing costs to the 
various routes and were able to render 
a statement of operations for X Routes 
for the four-week test period. 


The arbitrator used this independent 
report, prepared by a disinterested third 
party, as the basis for settlement of the 
dispute. 
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Case Studies in Labor-Management Relations 


A Dispute As to the Cost of 
Living in Various Cities 

In February, 1947, Company A had 
for some time been negotiating with the 
labor union locals representing its em- 
ployees in respect of a demand for an 
increase in wages. The negotiations had 
been unsuccessful and application had 
been made to the National Labor Rela- 
tions Board to submit the dispute to 
arbitration. 

The main point of disagreement cen- 
tered about the determination of the 
difference between the increase in the 
Cost of Living Index and the increase 
in the average straight-time hourly rate 
of pay between January 15, 1941 (the 
date set by the “Little Steel Formula” 
as the base point against which such 
increase should be measured) and 
April 1, 1946. 

The determination of the intrease in 
the Cost of Living Index was relatively 
simple since both parties agreed to 
recognize the Consumers’ Price Index 
figures compiled by U. S. Department 
of Labor, Bureau of Labor Statistics. 
The only point which remained to be 
agreed upon was the selection of cities, 
or sections of the country, price indexes 
for which were to be used as units of 
measure. 

The more controversial matter was 
the determination of the increase in the 
rate of pay between January 15, 1941 
and April 1, 1946. The certified public 
accountants regularly retained by the 
employer were asked to make this de- 
termination showing the average hourly 
rate at January 15, 1941, the average 
hourly rate after each “general” in- 
crease in rate of pay during the period 
January 15, 1941 and April 1, 1946, and 
the average hourly rate of pay at April 
1, 1946. The determination of what con- 
stituted an increase in rate of pay for 
this purpose had to be made along the 
principles laid down for the “Little 
Steel” formula. 

The work was somewhat complicated 
by the reason that in arriving at the 
average hourly rate of pay at the differ- 
ent dates the accountants had to take 
into consideration, and give effect to, 


1950 


the change in the composition of the 
Company’s payrolls as a result of major 
sales and purchase by the Company of 
operating units and properties during 
the period under review. 

Upon completion of the examination, 
the accountants reported their findings 
to the Company in writing. The Com- 
pany submitted the report as one of its 
exhibits to the Arbitration unit and 
during the hearings the accountants 
were called upon to testify as to the 
nature and extent of the examination 
and as to the figures contained in the 
report. 

The increase in the hourly rate even- 
tually awarded by the Arbitration unit 
was equivalent to the approximate dif- 
ference between the increase in the 
Consumers’ Price Index from January 
15, 1941, to April 1, 1946, and the in- 
crease as determined by the account- 
ants, in the average hourly rate of pay 
between those dates. 


A Dispute As to the Determination 
of a Group Incentive Bonus 


The B company was engaged in 
manufacturing several models of an 
intricate piece of machinery, the vari- 
ous parts for which passed through nu- 
merous departments before final assem- 
bly. 

All factory wages were governed by 
a union contract which, among other 
things, provided for a group incentive 
bonus. The union questioned the bonus 
paid employees of certain departments 
and had four of its members make an 
examination of the company’s payroll 
records for a period of one week. In 
the week selected for test the union con- 
tended that the company had failed to 
include or allow 80,000 earned minutes 
in the bonus computation and claimed 
a like number of earned minutes for 
each of the thirty preceding weeks. The 
amount involved was substantial. The 
company advised the union that it 
would arrange for an examination of 
its payroll records by a firm of inde- 
pendent public accountants, After re- 
viewing the union contract, the method 
of computing the bonus, the company’s 
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payroll procedures and the system of 
internal accounting control, the ac- 
countants decided that their next step 
would be to check the payroll and bonus 
records for the same week tested by the 
union and compare their findings with 
those of the union. 

The group incentive plan, under the 
terms of which the bonus was com- 
puted, called for the fixing of time 
standards stated in terms of minutes 
required to carry out one or a group 
of operations resulting in one good part 
produced (earned minutes), The group 
efficiency was measured in terms of a 
pércentage arrived at by dividing the 
total minutes earned by the group by 
the actual minutes worked by the 
group. In computing the group effi- 
ciency, earned minutes were adjusted 
for work done on new operations for 
which time standards had not been 
fixed, etc. 

Punched card accounting was used 
for all payroll records. Clock cards 
were matched with prepunched daily 
cards which were tabulated and filed 
until the end of the week when a sum- 
mary card was punched. The summary 
cards, from which were prepared the 
payroll register, payroll checks and 
check register, were tabulated and the 
total hours worked were compared 
with the weekly clock card on which 
the daily hours had been extended. 

When assigned work employees were 
given job cards showing time work 
started and standard time per unit. The 
hours worked (elapsed hours) and the 
number of units completed were entered 
on the card subsequently. Elapsed 
hours were compared daily with the 
tabulation of the clock card hours. 
Total earned minutes as shown by a 
tabulation of the job cards served as 
the basis for the bonus computation. 

When time standards had not been 
set for operations special forms in ad- 
dition to the job cards were prepared. 
Temporarily the elapsed minutes were 
also used as the earned minutes but 
subsequently the special forms were 
evaluated by the time standards depart- 
ment and any additional earned min- 
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utes allowed were included in the bonus 
computation. Frequently the time 
standards department could not com- 
plete its evaluation work in time to 
permit the additional earned minutes 
to be included in the same bonus com- 
putation as that in which the elapsed 
minutes were included. 

The accountants first checked to see 
that for each man on each day of the 
week there were job cards with elapsed 
hours which agreed with the daily pay- 
roll record. Certain job cards were 
found to be missing. Each job card 
was then inspected to see that a unit 
time standard was shown on it. If none 
appeared, there was a presumption that 
additional earned minutes were to be 
allowed on one of the special forms, In 
reviewing the special forms for the 
week tested, earned minutes allowed 
for work done several weeks previously 
were found. Therefore where allow- 
ances could not be found in the week 
under review for job cards which did 
not show time standards, subsequent 
week’s papers were reviewed. In do- 
ing the foregoing work particular at- 
tention was given to the items men- 
tioned in the union report and special 
efforts made to account for the earned 
minutes claimed to have been lost. 


Upon completion of the foregoing 
work the accountants reported to the 
company that in their opinion the 
claims set forth in the union report 
were overstated to the extent of x% 
of the total earned minutes claimed, an 
additional y% of the earned minutes 
claimed appeared to be questionable 
and z% might represent a valid claim. 
On the basis of the accountants’ report 
the company and the Union were able 
to reach a mutually satisfactory settle- 
ment. 


COMMITTEE ON LABOR-MANAGEMENT 
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Following the New Wage and Hour 


Regulations 


By Joun F. Parnasy, C.P.A. 


T is my privilege today to speak to 

you briefly concerning the new Wage 
and Hour Regulations. These regula- 
tions do not present any problems 
which are basically new. What they do 
is essentially to re-emphasize a prob- 
lem which has long been with us—the 
problem of rising staff costs. And this 
problem, as we all know only too well, 
is aggravated by the fact that most of 
us have to contend with a peak period 
of perhaps three or four months, dur- 
ing which exceptionally heavy demands 
are made upon our staffs, followed by 
a relatively slack period for the balance 
of the year. 


With some of us this peak period is 
less pronounced—some of us have been 
better able to rearrange the timing of 
our work so as to spread it more evenly 
over the year—but all of us, I think, in 
greater or less degree, face the annual 
problem of which the inevitable result 
is that we have to resort to the use of 
temporary additional staff and, even 
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then, excessive hours are often un- 
avoidable. 


In these circumstances, the first and 
most important decision an employer 
has to make, in complying with the 
Wage and Hour Regulations, lies in 
the selection of a suitable wage plan. 

The basic requirements of anv wage 
plan, as you all know, are a 75-cent 
minimum hourly wage and the payment 
of overtime at one and one-half times 
the regular rate of pay. 


Of course, it would be logical for us 
to seek first for some permissible basis 
which would enable us to offset exces- 
sive hours worked in our busy season 
against idle hours for which time off 
could be given at some other period 
during the year. Unfortunately, a di- 
rect offset of hours is not permissible 
under the Wage and Hour Regulations, 
which specifically require the overtime 
payable to be computed in dollars on 
the basis of each work-week as a sepa- 
rate and distinct period. 


However, there are two wage plans 
which, if adopted in appropriate cir- 
cumstances, offer the possibility that 
excessive hours worked during limited 
periods need not necessarily mean ad- 
ditional wage costs. They are known 
as the Time-Off Plan and the Pre- 
Payment Plan. . 


In order to use either of these plans, 
the employer must first make sure that 
he is under no obligation to pay a full 
week’s salary to his employee, if less 
than a full week’s time is worked. So 
that, for all practical purposes, he has 
to engage the employee, not ona salary, 
but on an hourly basis. Neither of 
these plans can change the require- 
ment that overtime has to be figured on 
the basis of each separate work-week. 
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Time-off Plan 


The Time-Off Plan operates only 
where the pay-period includes more 
than one work-week and it enables the 
employer, if overtime is payable for 
any work-week, to lay off the employee 
for part of the other work-weeks with- 
in the same pay-period and thus par- 
tially or wholly offset the extra wage 
cost of the over-time week. 

The important point to keep in mind 
in assessing the possible advantages of 
this plan is that normally a pay-period 
cannot exceed one month. Conse- 
quently, if the plan is to be of any prac- 
tical benefit to the employer, each 
month in, which over-time is worked 
must include also a sufficient amount 
of idle time to enable the employee to 
be given one and one-half hours off for 
each hour of overtime worked. If these 
conditions exist, the Time-Off Plan can 
definitely be advantageous, but it seems 
to me that the number of occasions 
where its adoption would be appropri- 
ate will be very limited. 


Pre-Payment Plan 


The Pre-Payment Plan unquestion- 
ably provides the nearest approach to 
the offsetting of idle hours in a slack 
period against overtime in the busy 
season. 

Since actual offsetting of hours is not 
permissible under the Regulations, this 
plan is formulated on the theory that 
an employer during the slack period 
may pay an employee a regular amount 
representing forty hours weekly work 
at regular rate, even though the em- 
plovee has worked less than forty hours 
weekly. The excess of the amounts paid 
to the employee over the actual hours 
worked, at regular rate, is recorded as 
an advance against future salary; that 
is, as a loan to the employee to be 
worked off at a later date by overtime. 

When the busy season arrives and 
the employee works in excess of forty 
hours weekly, his overtime will not be 
paid to him in cash, but will be with- 
held by the employer and applied in 
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reduction of the salary advances which 
have been built up during the slack 
period. Only when these advances 
have been completely offset by earned 
overtime will the employee be entitled 
to receive his overtime earnings in 
cash, 

Applied in appropriate circum- 
stances, the Pre-Payment Plan offers 
to an employer very material savings 
in the cost of overtime. Moreover, 
these savings may well be the deciding 
factor in determining whether the em- 
ployer can afford to retain the services 
of an employee on a permanent basis, 
so that the plan may well be advantage- 
ous also to the employee. 

However, a word of warning is neces- 
sary. The validity of this plan is de- 
pendent entirely on a full understand- 
ing by the employee that in those weeks 
when his hours worked are less than 
forty, the money in his pay envelope 
represents in part an advance from 
his employer. 


It is not enough that both employer 
and employee expect or anticipate that 
the advance will be worked off by over- 
time. There must exist a clear under- 
standing between them that if overtime 
should be insufficient to work off the 
advance, then the balance will be re- 
funded by the employee in cash. 


I would strongly recommend to any 
employer who contemplates using the 
Pre-Payment Plan that he have a writ- 
ten agreement to this effect with each 
employee concerned, for the very prac- 
tical reason that the question of refund- 
ing any balance of salary advances 
under the plan is most likely to occur 
when or if the employee’s employment 
is terminated. 


[f the employer’s records show that 
the balance of advances was not re- 
funded at that time, it is more than 
likely, on the basis of specific experi- 
ence, that the plan will be held to have 
been invalid from the start so far as 
the employer is concerned; and in this 
event payment of all overtime in cash 
would be required. 
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Following The New Wage and Hour Regulations 


An employer adopting the Pre-Pay- 
ment Plan would probably be wise also, 
to provide in his agreement with the 
employee, for settlement in cash of any 
salary advances not worked off by over- 
time at some specific date in each year. 
The Regulations are not entirely clear 
as to whether an annual settlement is 
required but, in Interpretative Bulletin 
No. 4, reference is made to an annual 
settlement and it might therefore be 
argued that the Regulations presuppose 
one. 

These two wage plans, the Time-Off 
Plan and the Pre-Payment Plan, are 
the only recognized plans which speci- 
fically afford the employer the pos- 
sibility of working his staff overtime 
without thereby incurring additional 
out-of-pocket cost. You will observe 
that the Pre-Payment Plan is particu- 
larly suited to a case where there are 
sufficient completely slack periods dur- 
the year to permit giving employees 
time off without interfering with the 
necessary work of the office. 

For those of us who find that over- 
time during the year-end season is un- 
avoidable, yet do not have a sufficiently 
slack period to enable us to use the Pre- 
Payment Plan advantageously, there 
are two other wage plans which are 
worthy of consideration. These are 
known as the Belo-Type Plan and the 
Irregular Work-Week Plan. 


Belo-Type Plan 


The Belo-Type Plan is one which 
has received a good deal of publicity. 
It has been passed upon and approved 
in principle by the Supreme Court. Its 
benefit to the employer is derived from 
the fact that, within the permitted 
limits, it reduces overtime costs by 
allowing the regular rate of pay (on 
which overtime is based) to be fixed at 
a lower figure than would be arrived 
at by dividing the weekly salary by 
forty hours. 

The prerequisites for this plan are, 
first, fluctuating weekly hours; second, 
a guaranteed minimum wage; and third, 
an agreed hourly rate of pay. These 
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three essentials must be a matter of 
clear agreement between employer and 
employee. 

The operation of a Belo-Type Plan 
is probably best illustrated by an ex- 
ample. In adopting the plan, the 
guaranteed minimum weekly wage and 
the probable average number of hours 
the employee will be required to work 
should first be determined. Let us sup- 
pose a minimum of $55 per week is 
agreed upon, with average weekly 
hours of 50. 

The applicable regular rate would 
then be $1.00 per hour, this being the 
rate which, for 50 hours, with time and 
one-half for the 10 hours in excess of 
40, would produce the minimum $55 
weekly wage. You will notice that, ex- 
cept for the operation of this plan, the 
regular rate based on 40 hours at $55 
weekly would be $1.37%. 

The employee will receive a mini- 
mum of $55 per week under the guaran- 
teed minimum wage provision even if 
he works less than forty hours and in 
any work-week in which he works up 
to, but not exceeding, 50 hours he will 
still get the same $55. Only if he works 
in excess of 50 hours in any work-week 
will he receive more than $55—then he 
will receive $1.50 for each hour over 50. 

Although it has been ruled that this 
type of plan meets the requirements of 
the Wage and Hour Regulations, an 
employer would do well to think care- 
fully before adopting it. The point of 
uncertainty lies in the number of hours 
which is taken as the average. Average 
hours of more than sixty will definitely 
invalidate the plan, but it is entirely 
probable that the validity of the plan 
would be questioned in any instance 
where subsequent experience showed 
that the actual average hours worked 
were appreciably below the number 
used in calculating the regular rate of 


pay. 
Irregular Work-Week Plan 


The Irregular Work-Week Plan is 
likely to be advantageous in circum- 
stances where the hours worked in each 
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week fluctuate and particularly where 
it is difficult to tell in advance just how 
many hours of work will be needed to 
accomplish the job which has to be 
done. I would think that these circum- 
stances must prevail in the offices of 
many among us. 

This plan is premised on the assump- 
tion that the employee is paid a weekly 
salary with the understanding that such 
salary represents his straight-time pay 
for all hours worked in the work-week, 
regardless of what the actual number 
of hours may be. The regular rate of 
pay will therefore not be a constant fig- 
ure, but will be computed for any given 
week by dividing the actual number of 
hours worked into the weekly salary. 

To comply with the Wage and Hour 
Regulations, in any work-week in 
which more than forty hours are 
worked, the employer will pay, in addi- 
tion to the regular salary, an amount 
equal to one-half of the regular rate for 
that week, for each hour in excess of 
forty. 

However, if this plan is adopted, the 
employer must keep constantly in mind 
the minimum wage provision of the 
Act, If an employee receiving $40 a 
week worked (say) 60 hours in a work- 
week, his regular rate under this plan 
would be calculated for that week as 
6624 cents per hour, but the minimum 
hourly rate of 75 cents would then take 
effect and the employee would be en- 
titled to receive for that week 40 hours 
at 75 cents, plus 20 hours at $1.12% 
cents—a total of $52.50. 


I have discussed these four wage 
plans in detail because, in my opinion, 
they are the plans most likely to be 
suitable for a professional employer. 


There is, of course, nothing what- 
ever to prevent an employer from de- 
vising a plan of his own so long as it 
meets with the basic requirements of a 
75 cent minimum hourly wage and pro- 
vides for the payment of overtime at 
one and one-half times the regular rate 
of pay. However, before adopting any 
plan other than those which are already 
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generally recognized, an employer 
would be wise to check with the office 
of the Wage and‘Hour Administrator 
to make sure the plan is acceptable. 

I have referred to the selection of a 
suitable wage plan as the most im- 
portant decision to make in complying 
with the Wage and Hour Regulations. 
So, let us assume we have chosen a 
plan that we know is acceptable. 

It remains for us to apply it properly 
and keep adequate records available to 
show that we have done so. We shall 
then be in full compliance with the 
Wage and Hour Regulations. Unfor- 
tunately, for a professional employer, 
this is not so easy as it sounds. 


Exempt Employees 

The difficulty lies in deciding which 
of our employees are exempt from the 
Wage and Hour Regulations and which 
are not. The basic rule is that em- 
ployees who are employed in a bona- 
fide professional capacity are exempt, 
but this, as we all know, does not mean 
that because the employer is himself a 
professional man, his employees are 
exempt. On the contrary, the regula- 
tions specifically provide that any em- 
ployee receiving less than $75 weekly 
is definitely not entitled to exemption 
under the rule. They provide further 
that, even if the employee is receiving 
more than $75 weekly, he is exempt 
only if his work meets certain defined 
requirements. 

It would serve no good purpose to 
discuss these requirements in detail. 
The significant point is that there is no 
widely accepted understanding of them, 
so that their interpretation is largely a 
matter of viewpoint and opinion. 

It is probable therefore that a profes- 
sional employer will consider that the 
duties of those of his employees who 
are receiving over $75 weekly entitle 
them to exemption under the regula- 
tions. And it is equally probable, judg- 
ing from the experience of a number of 
us, that the Wage Administrator may 
consider some of those employees to 
be non-exempt. 
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Following the New Wage and Hour Regulations 


I do not know how many of you have 
been visited by an investigator from the 
Office of the Wage Administrator. But 
for the benefit of those of you who have 
not yet had that experience, let me say 
that it is the regular practice of the in- 
vestigator not only to examine the pay- 
roll and time records, but also to inter- 
rogate selected employees concerning 
the detailed nature of their work. 
Largely on the basis of information so 
obtained the investigator will form his 
own opinion as to whether the employee 
is or 1s not exempt. 

To summarize therefore, a profes- 
sional employer, to be in compliance 
with the regulations must, as a mini- 
mum, apply an accepted wage plan to 
all of his employees who receive less 
than $75 weekly and to any of his em- 
ployees receiving more than that salary, 
unless he is prepared to justify their ex- 
emption on the ground that their duties 
entitle them to exemption under the 
applicable definition. 

And he must recognize also that, as 
the regulations now stand, there is 
always the risk that employees whom 
he has considered exempt may later be 
retroactively held to be non-exempt. 


Record Keeping 


The records which the regulations 
require to be maintained by the em- 
ployer present no difficulty. No special 
form for these records is prescribed, 
and they have to give no more detail 
than most of us, I think, would consider 
necessary for an adequate record of 
hours worked and wages paid. How- 
ever, I recommend to any employer 
that he should check his records with 
Part 516 of the Regulations which lists 
the specific requirements. 

As you know, we have had Wage and 
Hour Regulations with us for some 
twelve years. Over that period they 
have increased both in length and com- 
plexity against a background of actual 
experience. However, notwithstanding 
the volume of interpretative informa- 
tion which is currently available from 
the office of the Wage and Hour Ad- 
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ministrator, there still arise from time 
to time points of uncertainty requiring 
further clarification. 


Traveling Time 


Our time this morning is limited, so 
I propose to discuss only one of these 
doubtful matters—the question of hours 
spent in traveling. For convenience, let 
us divide the subject into local travel 
and out-of-town travel, respectively. 


With respect to local travel, it is well 
established that the time spent by an 
employee in traveling from his place of 
residence to his employer’s place of 
business does not constitute hours 
worked. 

However, a minor complication 
arises where, as in the case of profes- 
sional accounting staff, the employees 
more frequently go directly to the office 
of a client instead of to the office of the 
employer. The employer’s office may 
be, let us assume, one hour’s traveling 
time away from the employee's resi- 
dence. Yet the employee may go direct- 
ly to the office of Client A, to reach 
which he travels for only one half-hour, 
or he may go directly to the office of 
Client B, which takes him two hours 
to reach. 

The question is, to what extent, if at 
all, in these varying circumstances, does 
traveling time constitute hours worked 
for which the employee should be paid. 


I do not know the answer ; but there 
seem to me to be two alternative view- 
points, either of which may be correct 
in the appropriate circumstances. 

Firstly, in circumstances where it has 
been made clear to the employee at the 
time of his engagement that his normal 
hours of work will coincide with those 
of the various clients on whose work he 
is from time to time engaged, it would 
seem reasonable for the employer to 
take the position that the client’s local 
office is, for all practical purposes, 
synonymous with the office of the em- 
ployer and that accordingly none of the 
time spent by the employee in traveling 


(Continued on page 606) 


603 








Fund Accounting—A Plea for Increased Study 


By Ropert G. Attyn, C.P.A. 


ype malecege teachers should con- 
sider the possibility that there are 
tendencies in the economic world which 
might call for a reconsideration of the 
ultimate objectives of accounting. At 
least, the instructors in the theory of 
accounting should consider adding to 
the present objectives, if not revising 
them entirely. Ina business community 
dominated mainly by a profit-making 
goal, students of accounting can reason- 
ably believe that the reason for the com- 
parison of the net worth of an enter- 
prise at the end of a fiscal year with its 
net worth at the beginning is to deter- 
mine whether a profit has been made; 
and the reason for comparing income 
with expense is to ascertain how that 
profit was made, or whether the in- 
crease in net worth was a capital 
change.! However, it might be worth- 
while to observe the effects of the 
widening pools of socialized and non- 
profit enterprises on the capitalistic con- 
tinent. The growth of labor unions in 
terms of accumulation of wealth and 
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financial activities, the increasing adop- 
tions of pension funds and profit-shar- 
ing plans, and the operation by govern- 
mental corporations of business enter- 
prise are some examples of the reason 
why accounting as it is taught today 
may be found to be inadequate for the 
future. It is suggested, therefore, that 
accountability and responsibility be 
given more emphasis as objectives in 
the study of accounting. This will par- 
tially be accomplished by promoting the 
study of the principles and practices of 
Fund Accounting, 

The essence of Fund Accounting is 
stewardship. A Fund, as defined by 
the National Committee on Municipal 
Accounting is, “a sum of money or 
other resources set aside for the pur- 
pose of carrying on specific activities, 
or attaining certain objectives in ac- 
cordance with special regulations, re- 
strictions, or limitations’.2 Fund Ac- 
counting is similar to what we might 
call Commercial Accounting, by way of 
contrast, in that it is based on the rules 
of debit and credit, and generally fol- 
lows the features of double-entry book- 
keeping. It makes use of the same styles 
of journals and ledgers as do all ac- 
counting systems. Its essential char- 
acteristic, however, lies in the identifica- 
tion of certain accounts with a specific 
fund, the nature of which determines 
the scope of the activities of those 
accounts. 

A rough analogy might be drawn by 
using the example of a man with two 
sources of income? and two bank ac- 


1 Pages 3-4, Rosenkampff and Wider, The Theory of Accounts (Rev. Ed.) Ronald Press 
Company ; New York, 1942. See also Kozmetsky, George, Financial Reports of Labor Unions: 
Harvard University, 1950. On page 149, Mr. Kozmetsky comments that “Fund Accounting is 


used extensively by Unions.” 


2 Page 11, Municipal Accounting Statements, Bulletin #6, National Committee on Munici- 


pal Accounting; Chicago, Illinois, 1936. 


3 In Fund Accounting, the proper term is “revenue’’, which is defined as “additions to 
cash or other current assets which do not increase any liability or reserve, nor represent the 
recovery of an expenditure.” Page 150, Municipal Accounting Statements. The term 
“revenue” in Fund Accounting does not connote the same ideas as the term “income” does in 
Commercial Accounting. For a discussion of the difference in the current usage of these two 
words, see Rosenkampff and Wider, op. cit., pages 49-50. 
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counts. All of his income is deposited 
in one or the other of the bank accounts 
determined by the restriction he has 
placed on the use of these funds. All 
deposits, then, and all withdrawals are 
made only for the specific purposes for 
which the bank accounts were set up— 
as, for example—one bank account for 
operating expenses and the other for 
capital expenditures, In setting up his 
records, the man treats each bank ac- 
count as a separate accounting entity. 
All deposits come from a pre-deter- 
mined source; all withdrawals are for a 
pre-determined purpose. The account- 
ing entries maintain the distinction 
throughout between the two funds, 
thereby making possible two balance 
sheets. By super-imposing a budgetary 
estimate of receipts and expenditures 
upon the two-fund structure and in- 
corporating the budget figures into the 
accounting record, the man in our 
analogy is well on the way toward a 
fund accounting system such as one 
might find in a well-regulated munici- 
pality. 

Inasmuch as most governmental en- 
terprises, with the exception of some 
publicly-owned and operated utilities, 
are not operated for profit, they use the 
accounting tool mainly to report on 
their custodianship over numerous 
types of funds. The same may be said 
of other non-profit institutions, schools, 
hospitals, labor unions, ete. And to 
reiterate, the same might be said in the 
future if and when commercial enter- 
prise should be forced or voluntarily 
take upon itself the burden of supple- 
menting Federal Social Security with 
pension funds and the like. If there is 
some onus on profit-making, as some 
are inclined to think, the logical result 
short of an economy based on the 


4 Cf. Andrews, 
Government Accounting”. 


A Plea for Increased Study 


philosophy of granting to everyone ac- 
cording to his need without regard to 
his contribution, is a break-even point 
economy. Of course, promotion of effi- 
ciency and economy through cost con- 
trol would still be a paramount objec- 
tive, but the reduced emphasis placed 
upon accounting for profits with the 
consequent resurgence of the balance 
sheet into prime importance might cast 
the balance sheet into a mold different 
from its customary pattern of today. 

Even though such extremes, as en- 
visioned above, do not come to pass, 
we are still faced with the present fact 
that there is a growing need for stu- 
dents of accounting, and quite probably, 
all students of commerce who under- 
stand the principles and are somewhat 
familiar with the practice of Fund Ac- 
counting. For that matter, one might 
go further and say that every student 
should have a knowledge of accounting, 
whether it is accounting of one variety 
or another. The complexities of life 
both at home and at work virtually re- 
quire the sort of regimen that account- 
ing provides. 

Likewise, the students of the social 
sciences, particularly the political scien- 
tists, are finding it increasingly de- 
sirable to understand the accounting 
function, The findings of the Hoover 
Commission,* particularly with respect 
to the shortcoming in accounting for 
the use of federal funds has brought out 
even to the casually-interested citizen 
the fact that if the government is going 
to efficiently provide for the “greatest 
good for the greatest numbers” it can 
do so only by improving its internal 
organization. This means improving its 
accounting, especially for government- 
owned corporations.» That political 
scientists have recognized the value of 


T. Coleman, C.P.A. “Hoover Commission Disagrees on Changes in 
Journal of Accountancy, March, 1949; pages 192-199. 


5 Norris Poulson, C.P.A. “Significance to Accountant of Fundamental Changes in Gov- 


ernment”, 


H. W. Bordner. “Financial & Accounting 


presented at 62nd annual meeting of American Institute of Accountants. Also, 
Administration in the Federal Government”, 


Volume XXIV, No. 4, Accounting Review, October, 1949. Mr. Bordner presents an excel- 
lent analysis of Federal Government Accounting. He recommends, moreover, that cost 
accounting be integrated into the scheme of fiscal accounting because he believes that control 
of cost through accounting is just as desirable for the government as it is for private 


enterprise. 
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accounting as a tool in the analysis of 
national income measurement has been 
carefully documented for us by Pro- 
fessor Cooper in the July, 1949, issue 
of The Accounting Review in an article, 
“Social Accounting: An Invitation to 
the Accounting Profession.” He has 
criticized the accounting profession for 
failing to recognize how valuable ac- 
counting could be in the understanding 
of the problems of public finance. 
Finally, the growing need for cer- 
tified public accountants with a knowl- 
edge of Fund Accounting theory and 


practice, has been demonstrated by the 
frequent incidence of municipal and in- 
stitutional accounting theory and prac- 
tice questions on the semi-annual uni- 
form CPA examinations prepared by 
the American Institute of Accountants.® 
The accounting profession has recog- 
nized the widening scope of accounting 
and has thereby provided evidence of 
its belief that the professional account- 
ant will be called upon more frequently 
to lend his technical skill and knowledge 
to the huge problems of public finance. 


6 Cf. Howard M. Daniels, C.P.A., “How to Write a Successful Answer to a Municipal 
Accounting Question in C.P.A. Examinations”, The Journal of Accountancy, page 329; 
April, 1950. Mr. Daniels cites the result of a survey he has made of municipal accounting 
questions given in the C.P.A. examination from November, 1939, to November, 1949. He 
states that at least one fund accounting question has appeared in every examination. 
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Following the New Wage and Hour Regulations 


(Continued from page 603) 


between his home and the client’s office 
represents hours worked. 

Secondly, in the absence of a clear 
understanding with the employee on 
this point (or where established office 
policy on the subject is lacking) it 
would be logical to treat as hours 
worked any time spent by the employee 
in traveling from his home to his work 
in excess of the time he would have 
spent in traveling to his employer’s 
office. 

The question of out-of-town travel 
raises a somewhat different problem. 
Consider, for example, a staff account- 
ant employed and resident in New York 
who travels to an engagement in, say, 
Houston, Texas, leaving New York at 
8 o’clock on Sunday evening and ar- 
riving in Houston at 11 o'clock on 
Tuesday morning. He will spend some 
forty consecutive hours on the train and 
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the question arises as to how much of 
this time constitutes hours worked. 

As a practical matter, an accounting 
employee on the staff of a professional 
firm invariably understands quite clear- 
ly that it is a part of the conditions of 
his employment, and one of the exigen- 
cies of his profession, that he hold him- 
self available for such out-of-town 
travel as may reasonably be assigned to 
him, On the premise that this under- 
standing clearly exists, the traveling 
time will represent hours worked only 
to the extent of the normal working 
hours therein included. 

Normal working hours for this pur- 
pose mean the regular daily office hours 
of the employer, except where the em- 
ployer has adopted the Irregular Work- 
Week Plan, in which event the regular 
office hours of the client should apply. 
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Semi-Public Institutions Under the 
New York City Sales Tax Law 


By Mortimer Lipsky, C.P.A. 


pelle N41-2.0 Schedule A (b) of 
the Administrative Code states, 


“Receipts from sales or services by or to 
the state or city for governmental or public 
purposes, receipts from sales or services by 
or to semi-public institutions . . . shall not 
be subject to tax hereunder.” 


The term semi-public institutions is de- 
fined by Section N41-1.0 (8) of the 
Code as 
“those charitable and religious institutions 
which are supported wholly or in part by 
public subscriptions or endowment and are 
not organized or operated for profit.” 


Article 12 of the Regulations ampli- 
files this definition: 

“Included as semi-public institutions are 
hospitals (other than private hospitals op- 
erated for gain or profit) and religious 
institutions; also the YMCA, YMH:. A’ and 
public or semi-public educational institu- 
tions not organized or operated for profit. 
No general ruling may be made to indicate 
what other institutions are exempt from 
the tax without knowledge of the nature 
and character of such institutions.” 

The Regulations! go on to limit the 
definition as follows 

“Semi-public institutions are not required 
to pay or collect the tax upon their receipts 
from purchases, sales or services, used or 
consumed in connection with the operations 
of the institutions. They are not exempt 
from the tax on the receipts from sales or 
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Article 12. 
Section N41-2.0—Administrative Code. 


purchases in connection with other prop- 
erty they own and not used for charitable 
or religious purposes. For example: 


“A charitable institution owns and oper- 
ates an office building, leasing space therein 
to its tenants from whom it receives rents. 
If such institution purchases fuel oil, coal, 
electricity or articles of tangible personal 
property to be used in said office building, 
it will be required to pay the sales tax on 
such purchases to its vendors.” 


The law? presumes that all transac- 
tions are subject to tax until the con- 
trary is established. The burden of 
proving that the transaction is not tax- 
able rests on the seller or purchaser. 
The procedure is to apply to the depart- 
ment, giving a full statement of the 
claim for exemption. The department 
will issue a letter of exemption if it feels 
that the institution comes under the 
definition in the law. 

But as one tax service? comments, 
th@term semi-public institutions “is not 
sharply defined.” The limiting defini- 
tion in the Regulations seems to have 
been sustained in German Masonic 
Temple Association v. City of New 
York.* There it was held that an or- 
ganization operated for profit is not 
exempt from sales tax even though all 
of its profits are devoted to the main- 
tenance of an asylum which is purely 
charitable in character. However, see 
Trustees of Sailors’ Snug Harbor v. 
McGoldrick’ where trustees under a 
will who operated real estate and de- 
voted the profits thereof to the upkeep 
of the sailors’ home were held exempt 
from sales taxes. 

In other cases, sales in a book store 
of New York University (New York 


Prentice-Hall New York Tax Service, Volume 3, par. 77,060. 


1 
3 
$279 N.Y. 452 (1939). 


255 A.D. 64, affirmed 280 N.Y. 537 (1938). 
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University v. Taylor®) and the pur- 
chases and sales of the YMCA 
(YMCA vy. Taylor’) were held non- 
taxable. 

The Metropolitan Museum of Art, 
the New York City Bar Association, 
and the American Cancer Society were 
ruled semi-public institutions by opin- 
ion of the Comptroller. 

The trend, if any, has been toward 
relaxing the rigid definition in the law. 
It has been held that the legal meaning 
of charitable purposes is not necessarily 
limited to free services to the poor.’ In 
Matter of Mendelsohn? the court stated, 

“That fees are charged by a university 
or hospital is not controlling as to its being 

a charity, for only when such income is 

devcted to the profit of the founders and 

not used to carry on the work by adding 
to the endowment, etc. does it show the 
institution is a business and not a charity.” 
Thus, in the YIJCA v. Taylor case, 





above, the 31,800 paying members were 
held to be proper recipients of the plain- 
tiff’s services. 

An interesting new line in the deci- 
sions has tended to extend the meaning 
of “charitable purposes” so that it will 
be construed uniformly in the interpre- 
tation of all the laws on our statute 
books. In Matter of Mendelsohn, 
above, the court stated, 

“Use of the words ‘charitable purposes’ 
in the Labor Law must be presumed to 
have been in accordance with their well 
established meaning.” 


A similar conclusion was reached in 
a case concerning the State Labor Rela- 
tions Law.!° 

Whether this line of reasoning will be 
extended to the New York City Sales 
Tax Law, so as to greatly expand the 
definition of semi-public institutions 
under that law, remains to be seen. 


6 251 A.D. 444, affirmed 276 N.Y. 620 (1936). 


7 159 Misc. 539, affirmed 251 A.D. 821, affirmed 276 N.Y. 619 (1935). 


8 People v. Sexton, 48 N.Y.S. (2nd) 205. 
9 262 A.D. 605 (1941). 


10 Trustees of Columbia University v. Herzog, 269 A.D. 24 (1945). 
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An Audit of the Affairs of an Insolvent Debtor 


(Continued from page 594) 


very important place in bankruptcy in- 
vestigation and administration, and the 
lawyers have done an excellent job in 
prosecuting and eliminating the dis- 
honest debtor. While this has been 
very beneficial to creditors as a group, 
it has also been of tremendous help in 
aiding honest debtors to rearrange 
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their financial difficulties, Many deb- 
tors have found that through the co- 
operation of competent professional 
men and sympathetic creditors, they 
were able to retain their cherished rep- 
utations, to pay their debts, get their 
financial houses in order, and thereafter 
to succeed in their enterprises. 
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Death of a Salesman... or Other Employee 


By GrorceE KATTENHORN 


| Vighios a few years ago the resident 
accountant usually gave little 
thought to the release of wages, com- 
missions and other types of remunera- 
tion due deceased employees of his firm. 
However, the following occurrence is 
but one example of why this attitude 
has changed : 

Within a few days after an employee 
of a large company passed away, his 
alleged widow presented herself and 
asked for her late husband’s pay. Up 
to that time it was customary to pay 
over the amount due the deceased with- 
out questions. After about two weeks 
had elapsed, a letter from an out-of- 
state resident was received in which 
she claimed herself to be the widow, and 
inquired about any monies that might 
be due her as said widow. It soon de- 
veloped that the first claimant who had 
been paid was not the decedent’s wife, 
and that the second one was the legal 
widow. An adjustment was_ finally 
made and everyone was made happy. 

However, serious consequences could 
have ensued and the incident illustrated 
vividly the importance of checking the 
law on the subject. With present high 
wages, the delay of several days to a 
week before payment thereof is made 
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(together with earnings for accrued 
vacations and other benefits) makes it 
immediately obvious that a substantial 
sum of money may become payable. 

Companies should be careful to pay 
the proper person or persons. So far as 
wages, etc., due the deceased employee 
are concerned, Section 103-a of the 
New York Decedent Estate Law reads 
as follows: 

“It shall be lawful for any employer ... 
(including without limitation thereon the 
state or a municipal corporation) at any 
time not less than thirty days after the 
death of his or its employee . . ., to pay all 
wages or personal earnings . . . due to such 
deceased employee . . . to (1) the surviv- 
ing husband or wife; (2) children eighteen 
years of age or older; (3) father or 
mother; (4) sister or brother, of the de- 
ceased employee . (preference being 
given in the order named), without requir- 
ing letters testamentary or letters of admin- 
istration to be issued upon the estate of 
such deceased employee . . ., where such 
wages or personal earnings . . . do not ex- 
ceed the sum of five hundred dollars. The 
payment of such wages or personal earnings 
... Shall be a full discharge and release to 
the employer . .. from any claim for such 
wages or personal earnings... . As a con- 
dition of such payment, such employer .. . 
may require proof by affidavit as to the 
parties in interest and may also require a 
proper receipt or release for such payment.” 


It should be pointed out that the fore- 
going section is permissive—not man- 
datory. In other words, an employer 
may, if he so desires, refuse to make 
payment under Section 103-a and insist 
on the appointment of an executor or 
administrator. If there is any question 
as to the propriety of making payment, 
this would be the absolutely safe course, 
but in most instances, an employer may 
safely make payment if he complies with 
the requirements of Section 103-a. 

Under the above section, it is well 
to remember that the following salient 
conditions must be carefully met: 


1. Thirty days have elapsed since 
the death of the employee. 
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This is designed to require the pass- 
age of sufficient time to allow applica- 
tion to be made for letters, before any 
disposition is made of any assets of the 
decedent. 

2. The amount due for wages or 

personal earnings does not exceed 


$500. 


Payment cannot be made if the 
amount due is over $500. For example, 
if $550 is due, the employer may not 
pay out $500 and retain the balance. 
His only safe course is to require that 
letters testamentary or letters of admin- 
istration be issued, and then to make 
payment to the executor or adminis- 
trator. 


3. Payment can only be made to the 
persons above-named and in the 
indicated order. 


This statute does not authorize the 
employer to pay money to undertakers, 
creditors of the decedent, or anyone 
other than the specified persons in the 
specified order. If payment is to be 
made to an undertaker, hospital, doctor 
or nurse, it would be best to make the 
check payable to the widow, child or 
other relative, obtain a receipt from 
such person and let him or her endorse 
the check over to the party to whom he 
or she wishes it paid. 

If there is only one beneficiary, there 
is no question but that such beneficiary 
receives the entire amount due. If, 
however, there are several persons in 
the same class, such as three children 
(eighteen years of age or older), pay- 
ment should not be made to one, but to 
all three jointly. The same rule would 
also apply to sisters and brothers, or 
when both mother and father survive. 
The reason is, of course, that everyone 
of the same degree of kinship has an 
equal right under the statute. 

As a condition precedent to making 
payment, the employer may require 
proof by affidavit as to the parties in 
interest and may require a receipt or 
release. If there is or may be an execu- 
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tor or administrator, he is entitled to 
collect the wages in preference to the 
relatives named. 

When a surviving spouse or other 
relative of the deceased employee makes 
claim for wages and other remunera- 
tion, inquiry should also be made as to 
whether there is an attorney. If the 
answer is affirmative, then the matter 
should be referred to the attorney and 
handled through him. 

Should it come to pass. that the sur- 
viving spouse or other specified relative 
reports that a will is in evidence, then 
no payment should generally be made 
until the estate has been processed in 
the Surrogate’s Court. Where letters 
testamentary or letters of administra- 
tion have been issued, or the amount 
to be paid is in excess of $500, it is also 
recommended that a tax waiver be re- 
ceived from the State of New York. 

Most widows are greatly perplexed 
after the passing of their loved ones and 
every effort should be made to assist 
them in obtaining other possible bene- 
fits. To that end recommendation is 
also made that they go to the nearest 
Federal office for benefits, if there are 
children under 18 years of age, or, if 
the widow is 65 or over, in connection 
with Old-age and Survivors Insurance. 
No attempt should be made to obtain 
forms or give advice ; however, a book- 
let describing Federal O.A.S.I. bene- 
fits should be offered as a further mat- 
ter of assistance. A supply of these 
forms, (I.S.C. 35) may be obtained 
from nearest Federal Security Agency, 
Social Security Administration office. 
The forms are usually found to be most 
helpful. Of course, with the termina- 
tion and final settlement, the customary 
W-2 Form, is also released. 

Our experience has been that the 
recipients of help and guidance are 
greatly appreciative and it becomes a 
real source of satisfaction to assist those 
unfortunate families. At the same time 
you protect your company’s interest by 
guarding against improper payment 
and possible legal action. 
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The Sine Qua Non—Good Will 


By Tuomas W, Byrnes, C.P.A. 


ee development of a clientele has 
always puzzled those about to em- 
bark on a professional career. Adver- 
tising, frowned upon by national and 
state organizations, has never been pro- 
ductive of favorable results, because 
people in general do not resort to a 
classified directory when they require a 
physician, a lawyer, a CPA, or any 
other professional. There is a more 
resultful approach to the solution of the 
problem. It is in the attraction of the 
interest and good wishes of others to 
oneself. 

Those who contemplate entering 
public accounting practice “on their 
own” will do well, ‘ere they launch their 
ship, to consider the manner in which 
good will is developed. 

The public accountant is occasionally 
asked to compute the estimated money 
value of the good will of a business, 
the control of which has changed or is 
about to change. In a case of this sort, 
the thought behind the valuation of 
good will, and the willingness of the 
vendee to pay for it, is the belief that 
past and present customers will patro- 
nize the new owners. With the me- 
chanics of such value determination 
this scribe is not presently concerned. 
These lines will deal with the inception 
rather than the disposal of an intangible 
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asset which is based on well wishes and 
kindly feeling. 

Although good will in the profes- 
sions also is the result of skill, accom- 
plishment, and fair dealing, it is im- 
portant earlier in the history of self- 
employed practitioners than in the case 
of merchandising endeavors, because it 
is through the good wishes and kindly 
interest of satisfied first clients that a 
CPA is enabled to build a practice. To 
gain that interest Service is the watch- 
word which must remain foremost in 
the CPA’s mind. Once a fee, or the 
method of its computation, is decided 
upon, all efforts should be devoted to 
the best possible performance, regard- 
less of whether the estimated compensa- 
tion will result in a profit or in a loss. 
Many unsatisfactory—from the finan- 
cial viewpoint—engagements may be 
undertaken before the entrepreneur 
acquires the knack of estimating fairly 
both to the client and himself, but by 
performing his contract always to the 
best of his knowledge and ability, he 
will earn the respect and good will of 
the client. The latter in most cases, is, 
after all, a business person and soon 
will know if the CPA has sustained a 
loss. If the account is worth retaining, 
the loss will be made up in two ways: 
one, by future retention under a dif- 
ferent arrangement; and the other 
through recommendation by the client 
to his business friends. The CPA 
should not limit himself to poring over 
accounts. As the examination pro- 
gresses he should note suggested 
changes in organization, routing of op- 
erations, safeguards, etc., for later dis- 
cussion with the client. In other words, 
he should observe through the eye- 
glasses of the client what is happening 
in that particular establishment. Thus 
starts the good will development which 
will produce many more clients than 
paid advertising ever will do. 
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The Sine Qua Non—Good Jill 


Another aid in the growth of a prac- 
tice is the attitude of the field and office 
staffs of the CPA. The good wishes of 
these persons are as necessary as are 
those of the clients. Sustaining a staff 
member when a client indicates dis- 
approval of the zeal of a senior or 
junior assistant in pursuing some elu- 
sive link, will pay well in loyalty of 
the employee to the CPA. Thought 
should be given also to the conditions 
under which the field staff works, and 
rests ; by this is meant that well lighted 
and efficiently equipped working space 
be insisted upon in client’s offices and 
factories, and also that pleasant and 
comfortable transportation and quarters 
be provided on out-of-town assign- 
ments. The dignity of the profession 
should be upheld, thus imbuing the 
assistants with pride in their vocation. 


Staff members should be encouraged 
to continue their studies beyond the 
acquisition of the CPA certificate. 
They should be asked to write articles 
for the accountancy journals, to give 
talks to their associates and others, and 
urged to participate in the activities of 
national and state accounting societies. 
All of these provide excellent prepara- 
tion for later preferment. 


The principals and staff members 
should join welfare groups interested 
in the education and health of their 
communities, and also keep abreast of 
happenings in this rapidly changing 
world. And, even as they profit from 
the experiences of their vocational 
brethren as recited in professional peri- 
odicals, so also should they pass along 
their unusual observations, thoughts, 
and ideas. 

In summation, it may be said that 
the foundation—and growth—of a 
CPA practice is GOOD WILL, result- 
ing from (1) the efforts of principals 
and staff to render the most service at 
all times under all conditions and cir- 
cumstances, (2) the strict observance 
of ethical standards, (3) the mutual 
respect and kindly feeling of firm mem- 
bers and firm employees, (4) the earned 
high regard of fellow practitioners, and 
(5) unselfish devotion to the public 
welfare. With such a working com- 
bination plus a pleasing personality— 
which if naturally lacking may be de- 
veloped just as an inferiority complex 
may be overcome—a happy future in 
accountancy for any practitioner, young 
or old, is assured. 


O*D 


AN ADIRONDACK VIEW 


Are you a mathematician? Wish I, too, knew all the answers, especially the right 
ones. But guess the answer to this one has been cornered. 

On the Strong Vocational Interest Blank, for accountants & CPAs, we find the mathe- 
maticians way down toward the bottom—20 lines removed from us. In other words, the kind 
of guys that are apt to be good CPAs are not apt to be good mathematicians—and vice versa. 

This looks a bit odd to us who are throwing figures around 40 hours per week (more 
or less). If it looks odd to you here is a simple 3-question test that you need to pass 100% 
if you want to think you are anything of a mathematician. 

1. Do you have a slide rule constantly at hand for use in your accounting work? 

Have you a table of logarithms handy so you can use it? 


2 
3. Do you know what a duo-decimal is? 


We made a trial run of this test on a group of five CPAs at the Saranac Conference. 
All got a grade of O. It’s likely that our figure work is arithmetic rather than mathematics. 


Perhaps they are right at the Saturday Nite Bridge Club when they say, 


score, you’re a CPA.” 


612 


“You keep the 


Lecnarp HoucutTon, C.P.A. 
of the Adirondack “Chapter” 
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Conducted by BENJAMIN Harrow, C.P.A. 


Medical Expense Deduction 

Under Section 360.15 of the income 
tax law expenses for medical care of a 
taxpayer, his spouse or a dependent are 
deductible from gross income on a 
limited basis. Only expenses in excess 
of 5% of net income, computed with- 
out deduction for medical expenses, 
may be deducted and the maximum 
deduction in the case of a single indi- 
vidual not a head of a family is $750. 
The maximum deduction for a husband 
and wife who file a joint return is 
$1,500. 

What is the maximum deduction 
where a wife dies during the taxable 
year and the husband may not file a 
joint return? Under the strict provi- 
sions of the law it would seem that the 
taxpayer is limited to a maximum de- 
duction of $750. However, the tax- 
payer is prevented from filing a joint 
return only because a joint return may 
not be filed if husband and wife are not 
living together at the end of the taxable 





BENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928. He is a Professor of Law at 
St. John’s University. 

Mr. Harrow has been a member 
of the American Institute of Ac- 
countants since 1922 and is a mem- 
ber of the New York Bar. He is 
now serving on the Society’s Com- 
mittee on Federal Taxation, and is 
Chairman of its Committee on State 
Taxation. He is also a member of 
the Institute’s Committee on Fed- 
eral Taxation. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 
New York City. 
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year. The Regulations (Article 202) 
permit a deduction for the medical ex- 
pense of a spouse if it was made at the 
time she was a spouse or if she was a 
spouse at the time of payment. If the 
rationale of this provision is applied to 
the above situation it would seem that 
the maximum deduction of $1,500 
could be taken. 

There is a third possible solution 
based upon the provision in the law 
permitting a proration of the personal 
exemption where the status of a tax- 
payer changes during the year. The 
maximum medical deduction could be 
prorated on the basis of a change in 
status. Our own opinion is that the 
maximum deduction of $1,500 should 
be allowed. 


Allocation under the Unincorporated 
Business Tax Law 


A non-resident partnership consist- 
ing of four partners maintains a show- 
room in New York in which samples 
of a manufactured product are shown. 
The showroom is in charge of a sales- 
man who is a resident partner. A non- 
resident partner comes to New York 
twice a week merely to purchase raw 
materials which are shipped direct to 
Boston. Two questions present them- 
selves: Is the partnership doing busi- 
ness in the state so as to be subject to 
the unincorporated business tax? If so, 
what formula can be used for allocat- 
ing the income of the partnership so 
that New York may reach fairly in- 
come that should be taxed under the 
law. 

The law imposes a tax on non-resi- 
dent partnerships carrying on a busi- 
ness in New York in whole or in part. 
The maintenance of a showroom in 
New York and the purchasing activi- 


613 








The New York Certified Public Accountant 


ties constitute the doing of taxable 
business. It should be noted that under 
the franchise tax law the maintenance 
of a selling office does not constitute 
doing taxable business. Under the 
franchise tax law there is a divided 
opinion in the Tax Commission as to 
whether purchasing activities in New 
York subject a foreign corporation to 
the tax. 

The law (Section 386g) provides for 
an apportionment of income where an 
unincorporated business is carried on 
both within and without the state. The 
first method mentioned in the law is a 
separate accounting basis. If the books 
are so kept as to disclose the business 
earned within the state, a return on the 
basis of taxpayer’s own books will be 
accepted, provided the Tax Commis- 
sion approves the basis used. 

A second method of apportionment 
is based upon the use of three factors, 
the average value of real and tangible 
personal property, total wages and sal- 
aries (including that of executives), 
and gross sales. A third method is one 
that the Tax Commission may pre- 
scribe if the other methods do not al- 
locate a fair and equitable proportion 
of the net income of the business to 
the state. Under this method the Tax 
Commission could add additional fac- 
tors or eliminate one or more factors 
from the prescribed allocation provi- 
sions. 

‘In the situation mentioned above, 
since the purchasing activities of the 
partnership appear to be carried on in 
New York, it is our opinion that the 
Tax Commission could use purchases 
as a fourth factor to arrive at an equi- 
table allocation. 


Unemployment Insurance— 
Independent Contractors 


Under Section 560, subdivision 3, of 
the law an employer is generally liable 
for contributions whenever he contracts 
with any person for any work which is 
part of the employer’s usual business. 
However, if the contractor performs 
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work for anyone who wishes to con- 
tract with him and is found to be en- 
gaged in an independently established 
business, the independent contractor is 
liable for the contributions. Regula- 
tions 24, effective as amended on Octo- 
ber 19, 1944, prescribe the procedure 
to be followed where an employer 
claims that he is not liable for contribu- 
tions, but that the independent con- 
tractor is so liable. The employer is 
required to submit a copy of the agree- 
ment with the contractor and also cer- 
tify the name and address of the con- 
tractor and other information on a form 
specially furnished for this purpose. 
This information is required to be sub- 
mitted during the first ten days fol- 
lowing any calendar quarter during 
which an employer contracted for such 
work and hence claims he is not liable 
for contributions. The empioyer must 
nevertheless file special contribution 
reports and quarterly payroll reports 
even though it has been held that he is 
not liable for contributions. A central 
agency of the industry may file a copy 
of a contract with a contractor and cer- 
tified lists, instead of the employer. 


Unemployment Insurance— 

Transfer of Assets and 

Joint Accounts 

Section 577 Subdivision 7a of the 
law considers the treatment of con- 
tribution rate credits in the case of an 
employer who sells his business to a 
new employer. The old employer and 
the new employer are treated as a joint 
account “if some of the employees of a 
qualified employer have been trans- 
ferred to another employer, provided 
the functions in which they were en- 
gaged and the assets, if any, relating 
to such functions are also transferred 
to such other employer and provided 
further the transferring employer dis- 
continues such functions upon the 
transfer.” 

Under Regulation 26 the new em- 
ployer must report in writing the 
acquisition of the assets of the seller, 
his name and the date of acquisition. 
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In computing the tax credit of the ac- 
quiring employer the period of liability 
of both employers is considered. Notice 
of the acquisition must however be 
given to the Division of Placement and 
Unemployment Insurance not later than 
November 30 of the calendar year im- 
mediately following the year in which 
the transfer occurs. 


Foreign Corporations—License Fee 


A domestic corporation pays an 
initial tax at the time it is organized. 
The tax is based upon the authorized 
capital stock. A foreign corporation is 
likewise subject to a tax at the time it 
first comes into the state to do business. 
Upon the filing of the certificate of 
authorization to do business, a foreign 
corporation must pay an entrance fee 
of $100. In addition, a foreign corpo- 
ration must pay a license fee based 
upon the issued capital stock employed 
in the state. The license fee is com- 
puted and included in the first annual 
report by the foreign corporation, 
either under Article 9 or Article 9A. 

Whenever the capital structure of 
the foreign corporation is changed an 
additional license fee is payable. For 
example, suppose a foreign corporation 
changed its capital structure during the 
month of February, 1950. A license fee 
on the increased capital is payable. In 
response to an inquiry as to when this 
increase should be reported, Deputy 
Commissioner Kassell issued an opin- 
ion that the recomputation of the li- 
cense fee on the basis of the new capital 
structure should be made in the report 
due for the year in which the change 
occurred. In the example cited that 
would be the report due May 15, 1951. 
That is so even though the changes in 
capital occurred before the due date of 
the report for the previous base year. 


New Franchise Tax Returns for 
Certain Fiscal Year Corporations 


The 1950 legislature changed the fil- 
ing and payment dates for corporations 
with fiscal years ending July 31, Au- 


gust 31, September 30, October 31 and 
November 30. For such corporations 
the report and the first payment are 
due three and one-half months after the 
close of the corporation’s fiscal year. 
The second payment is due no later 
than the first day of the eighth month 
after the close of the fiscal year. 

New forms 3CT fiscal and 3 CT-1 
fiscal have been issued for corporations 
using fiscal years ending after July 1, 
1950, and before December 1, 1950. 
These forms are generally similar to 
those used for calendar year corpora- 
tions or those for corporations with 
fiscal years ending after June 30, 1949, 
and before July 1, 1950. The use of 
a new form for those corporations 
whose returns are due three and one- 
half months after the close of a fiscal 
year is to simplify the administrative 
procedure within the department, par- 
ticularly in keeping track of the due 
dates for the second payment. 

May 15 is still the due date for fil- 
ing returns of corporations reporting 
on a calendar year basis, and those on 
a fiscal year basis ending January 31. 


General Business and Financial Tax 


The gross receipts tax return must 
be filed each year by June 15. The tax 
is based upon the receipts for the calen- 
dar year preceding the due date. A 
new local law has added a provision 
with respect to persons subject to the 
tax that cease to do business. Such 
persons are now required to file a re- 
turn within thirty days after they cease 
to do business. In addition, the tax is 
due immediately at that time. 


Registration of Motor Vehicles 


The New Jersey Supreme Court re- 
cently decided a case! holding that a 
New Jersey corporation must register 
motor vehicles that enter the state even 
though the vehicles are based outside 
the state, registered in that state where 
they are based, and enter New Jersey 
only in the course of a continuous in- 
terstate journey. 


1 State v. Garford Trucking, Inc. (4/24/50). 
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The New York law is different. 
However, the address given on the 
registration must be that of the state 
where the vehicle is based and where 
presumably it is registered. If the vehi- 
cles come into the state occasionally 
and do any intrastate business, regis- 
tration would be required. Such a 
vehicle would thus be subject to regis- 
tration in more than one state. The 
New York rule with respect to New 
York corporations would apply also to 
motor vehicles of foreign corporations 
qualified to do business in this state. 
The New York Motor Vehicle Bureau 
recently stated the New York require- 
ments in view of the New Jersey 
decision. 


General Business and Financial Tax 


A recent amendment to the gross 
receipts tax law was generally inter- 
preted to mean that non-resident sellers 
who do not maintain offices in the city 
would not be subject to the tax. In 
the July, 1950, issue of the New York 
State Tax Clinic we commented on the 
amendment. The Comptroller has 
taken the position that non-resident 
sellers who make sales within the city 
through a manufacturer’s sales repre- 
sentative, an individual sales agency, a 
resident ‘salesman, “or in any other 
similar manner” would be subject to 
the tax. 

Under the franchise tax law mere 
solicitation of business does not consti- 
tute doing taxable business within the 
state. The gross receipts tax being an 
excise tax on the right to do business 
in the city should be similarly con- 
strued. The issue will undoubtedly be 
submitted to the courts for final deter- 
mination. 


Taxation of Earned Income 
Taxpayers in the professions, actors, 
and others whose income from year to 
year may be irregular are at a disad- 
vantage taxwise, particularly in com- 
parison with taxpayers whose incomes 
are more regular from year to year. 
Section 107 of the Internal Revenue 
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Code was designed to relieve this situa- 
tion to some extent but, because of 
fluctuating tax rates on top of fluctu- 
ating income, this does not completely 
meet the problem. Under our state in- 
come tax law there is no provision 
comparable to 107. The American Bar 
Association has been studying this 
problem through a special committee 
which will submit a report at the 11th 
annual meeting of the section of Taxa- 
tion to be held September 16-20, 1950 
at Washington, D. C. 

Various devices for averaging in- 
come are being proposed. One device 
is the “progressive” averaging plan 
proposed by M. Francis Bravman and 
discussed by him in the January, 1950, 
issue of the Columbia Law Review. 
Under this plan income would be aver- 
aged over three periods in a person’s 
life, the period up to 21 years of age, 
the period from 21 to 30 years, and the 
period from 30 years to death. The in- 
come for each year of the averaging 
period would be added to that of all 
preceding years and the total divided 
by the number of years in the period 
to date. The individual would thus pay 
his tax each year on the actual average 
of his income. 

Another device is the one proposed 
by Thomas N. Tarleau in 1948, before 
the House Ways and Means Commit- 
tee. Under this plan an individual 
would receive a credit against his tax 
every five years, measured by the ex- 
cess of taxes paid for five years over 
the taxes for the years computed on 
the average annual income for the five 
vears. No year could be used more 
than once in any averaging cycle. 

Another plan is that proposed by 
Richard Mullens, a member of the spe- 
cial committee. This plan uses the 
moving average device. Each year a 
taxpayer could elect to compute an 
alternative tax based upon the differ- 
ence between his taxes for the four pre- 
ceding years and what his taxes would 
have been for the current and the four 
preceding years if his income for the 
five years had been divided equally 
among those years. 
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Professor William Vichrey of Co- 
lumbia University has preposed a life- 
time averaging plan. Under this plan 
the income for the current year is added 
to all preceding years. The tax is based 
upon the difference between the taxes 
‘paid in all preceding years and what 
the tax would have been in those years 
and the current year if the income had 
been received in equal amounts each 
year. 

All plans are being considered by 
the committee. In addition the com- 
mittee is enlisting the interest of the 
Committee for Economic Development, 
the National Association of Manufac- 
turers, the Brooking’s Institution, and 
the United States Chamber of Com- 
merce particularly on the economic ef- 
fects of the proposals. 


The Receipts Factor in the 

Allocation Formula 

In Report Bulletin 2 of the New 
York Tax Service, (July 24, 1950) 
Prentice-Hall has an interesting edi- 
torial discussion on the Sales Factor 
in Uniform Income Allocation. In 
reading it we were reminded of the 
consideration the Tax Advisory Group 
gave to this problem in 1944, when the 
revision of Article 9A was under dis- 
cussion. The Tax Advisory Group had 
decided to adopt the socalled ‘“Massa- 
chusetts” formula for apportioning in- 
come. One element in this formula is 
the sales or receipts factor and the dis- 
cussion was concerned chiefly with the 


question of the situs of the sale. Some 
of us argued that the sale should be 
allocated to the state to which the goods 
were sent. The representatives of the 
State Tax Commission opposed this 
view since it obviously might eliminate 
considerable income from taxation in 
New York. They emphasized the fact 
that the State of New York may be 
the place where the sale was negotiated 
and that fact should be given some 
weight in an allocation formula. It 
was then suggested that the sales or 
receipts factor should be weighted, 50% 
to the state of destination of the mer- 
chandise sold, and 50% to the state 
from which the salesmen making the 
sale operate. In our opinion, that would 
have been a more realistic recognition 
of the interstate elements in the trans- 
action. That too would probably have 
siphoned off more income from New 
York than the Tax Commission was 
willing to concede at that time. 

Under the present rule for allocating 
receipts, the situs of the sale is New 
York if the property is located in New 
York at the time of the receipt of or 
appropriation to the orders, irrespec- 
tive of where the orders were received 
or accepted. If the order is received or 
accepted in New York and the prop- 
erty at the time is not located at any 
permanent or continuous place of busi- 
ness maintained by the taxpayer out- 
side New York, the situs of the sale is 
also New York. 








enough! 
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Conducted by Louis H. Rappaport, C.P.A. 


Pro Forma Financial Statements 


Pro forma financial statements are 
not of importance solely in documents 
prepared for filing with the S.E.C., but 
they are most often prepared and used 
in registration statements filed under 
the Securities Act of 1933. 

Pro forma statements are of many 
kinds. There are pro forma balance 
sheets which give effect to the receipt 
of funds from the proposed sale of new 
securities and the application of the 
proceeds toward payment of liabilities 
and purchase of new assets. There are 
pro forma balance sheets which set 
forth the financial position of two or 
more business enterprises whose mer- 
ger is proposed. There are pro forma 
income statements of merged com- 
panies which previously operated as 
separate enterprises; the combined 
statement of their operations for the 
period prior to merger is intended to 
portray the operating results which 
might have been obtained had the com- 
panies been merged at the beginning of 
or prior to the period covered by the 
statement. When a company is no long- 
er affiliated with other companies, pro 
forma statements may attempt to pre- 
sent the operating results that would 
have obtained had the company not en- 
joyed the benefits of consolidated tax 
returns. The number and variety of pro 
forma statements is almost endless. 





Louis H. Rappaport, C.P.A., has 
been a member of the Society since 
1933. He is a partner in the firm of 
Lybrand, Ross Bros. & Montgom- 
ery, C.P.A’s., and is also a member 
of the American Institute of Ac- 
countants and of the American 
Accounting Association. 
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However, recognition of surplus 
charges and credits, adjustments of fed- 
eral income taxes, and other similar 
adjustments in the years to which they 
apply does not change the essentially 
historical character of statements, and 
statements so adjusted should not be 
labeled “pro forma.” 

Pro forma statements often help the 
reader comprehend an otherwise con- 
fusing situation; sometimes they are 
essential to a proper understanding. 
Often these statements are more illumi- 
nating than the so-called “actual” 
statements on which they are based, and 
the public accountant must be alert to 
see that the prospective investor is fur- 
nished not only with all the financial 
information he needs but also that the 
information is presented in the most 
convenient and useful form. This latter 
consideration frequently dictates the use 
of pro forma statements, and in recent 
years prospectuses have placed increas- 
ing emphasis on these statements. 
There has been a tendency to abuse 
them, and this was the subject of ex- 
tended discussion at a meeting in 1946 
attended by representatives of several 
investment banking, legal, and account- 
ing firms. It was the consensus of those 
present that it is not desirable to restate 
in an earnings summary extending 
back over several years interest and 
other fixed charges on the basis of se- 
curities to be outstanding in the future. 
When it is considered necessary to 
make such a computation in order to in- 
dicate the balance of earnings applica- 
ble to equity securities, the computation 
should be limited to the last fiscal year 
presented and, preferably, indicated in 
an explanatory note. 

Institute Pronouncements—In 1923, 
the membership of the American Insti- 
tute of Accountants adopted the recom- 
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mendations of a special committee on 
the subject of pro forma statements 
reading, as follows: 


I. The accountant may certify a state- 
ment of a company giving effect as at the 
date thereof to transactions entered into 
subsequently only under the following con- 
ditions, viz.: 

(a) If the subsequent transactions are the 
subject of a definite (preferably writ- 
ten) contract or agreement between 
the company and bankers (or parties) 
who the accountant is satisfied are re- 
sponsible and able to carry out their 
engagement ; 

(b) If the interval between the date of the 
statement and the date of the subse- 
quent transactions is reasonably short 
—not to exceed, say, four months; 


If the accountant, after due inquiry, or, 
preferably after actual investigation, 
has no reason to suppose that other 
transactions or developments have in 
the interval materially affected ad- 
versely the position of the company; 
and 


QO 


(d) If the character of the transaction to 
which effect is given is clearly dis- 
closed, i.e., either at the heading of the 
statement or somewhere in the state- 
ment there shall be stated clearly the 
purpose for which the statement is 
issued. 


II. The accountant should not certify a 
statement giving effect to transactions con- 
templated but not actually entered into at 
the date of the certificate, with the sole 
exception that he may give effect to the 
proposed application of the proceeds of new 
financing where the application is clearly 
disclosed on the face of the statement or in 
the certificate and the accountant is satisfied 
that the funds can and will be applied in 
the manner indicated. It is not necessary 
that the precise liability shown in the bal- 
ance sheet before adjustment should actu- 
ally be paid out of the new money. It is 
sufficient, for instance where the balance 
sheet before the financing shows bank loans, 
if the proceeds are to be applied to bank 
loans which are either identical with or 
have replaced the bank loans actually out- 
standing at the date of the balance sheet. 
Ordinarily, however, the accountant should 
not apply the proceeds of financing to the 
payment of current trade accounts payable, 
at least not against a normal volume of 
such current accounts payable, because 
there must always be such accounts out- 
standing, and the application of new 
moneys against the outstandings at the date 
of the balance sheet results in showing a 
position which in fact could never be at- 
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tained. The accountant may usually best 
satisfy himself that the funds will be ap- 
plied as indicated by getting an assurance 
from the issuing house on the point. 

IIT. In any description of a statement or 
in any certificate relating thereto it is de- 
sirable that the past tense should be used. 
It should also be made clear that the trans- 
actions embodied have been definitely cov- 
ered by contracts. 

IV. When the accountant feels that he 
cannot certify to such a hypothetical state- 
ment, probably because of the length of the 
period which has elapsed since the accounts 
have been audited, he may be prepared to 
write a letter, not in certificate form, stat- 
ing that at the request of the addressee a 
statement has been examined or prepared in 
which effect is given, in his opinion cor- 
rectly, to proposed transactions (which 
must be clearly specified). Such letters 
should be given only in very special cases 
and with the greatest care. 


S.E.C. Rules—The S.E.C. has a rule 
under the Securities Act of 1933 regu- 
lating the use of certain kinds of pro 
forma statements; a similar rule was 
promulgated under the Securities Ex- 
change Act of 1934. The rule under the 
1933 Act is as follows: 


Rule 170. Prohibition of Use of Certain 
Financial Statements. 

Financial statements which purport to 
give effect to the receipt and application 
of any part of the proceeds from the sale 
of securities for cash shall not be used 
unless the sale of such securities is under- 
written and the underwriters are to be ir- 
revocably bound, on or before the date of 
the public offering, to take the issue. The 
caption of any such financial statement 
shall clearly set forth the names of the 
underwriters and the assumptions upon 
which such statement is based. The cap- 
tion shall be in type at least as large as 
that used generally in the body of the state- 
ment. 


It will be noted that there are simi- 
larities between the S.E.C. and the In- 
stitute rules quoted above, but there are 
also differences. Under the S.E.C. rule, 
if the underwriters are not to be 
irrevocably bound on or before the date 
of the public offering to take the issue, 
pro forma statements giving effect to 
the financing may not be: used. If a pub- 
lic accountant is called on to assist in 
the preparation of a pro forma balance 
sheet of the type under consideration, 
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he should ascertain whether the under- 
writers are to be irrevocably bound on 
or before the public offering date to take 
the securities. An agreement is consid- 
ered by some underwriters to be “firm” 
despite the existence of a clause by 
which the underwriter may exercise an 
“out” if economic, political, market, or 
other factors at the time of the pro- 
posed offering are such as to make the 
offering, in the opinion solely of the 
underwriter, unwise. Under Rule 170 
the agreement must be more than firm; 
at the date of the offering the under- 
writers must be irrevocably bound. 


At the time the pro forma balance 
sheet is prepared the underwriting 
agreement is usually tentative—it does 
not become final, in fact, until shortly 
before the effective date of the registra- 
tion statement when agreement has 
heen reached as to the price of the 
securities. Usually, however, there has 
been agreement in principle as to the 
nature of the underwriting commit- 
ment, and the accountant may proceed 
on oral assurance from the company or 
its counsel that the underwriters will 
be irrevocably bound on the public of- 
fering date. He can satisfy himself on 
this point by reading the final agree- 
ment before the effective date. 

Certification of Pro Forma State- 
ments—There is no objection to issuing 
a certificate covering a pro forma bal- 
ance sheet included in a prospectus pro- 
vided : 

(1) the underlying financial state- 
ments have been examined by 
the certifying accountant; and 

(2) there is compliance with S.E.C. 
Rule 170, if applicable. 


A suggested form of certificate cov- 
ering a pro forma balance sheet follows: 
To the Board of Directors of 

X Corporation: 

We have examined the accompanying pro 
forma balance sheet of X Corporation as of 
(date). This balance sheet is based upon 
the accompanying balance sheet of X Cor- 
poration as of (date) (which appears 
hereinafter with our certificate) and the 
pro forma adjustments identified in the 
headnote. 

In our opinion, the accompanying pro 
forma balance sheet of X Corporation pre- 
sents fairly, in conformity with generally 
accepted accounting principles, the finan- 
cial position of the company as it would 
have appeared at (date) had the transac- 
tions set forth in the related pro forma 
adjusting entries been consummated at that 
date. 


When the public accountant has not 
examined the underlying financial state- 
ments, he is in no position to certify the 
pro forma statements derived there- 
from. 

The certification of pro forma income 
statements or earnings summaries pre- 
sents a more difficult problem for the 
public accountant. There are situations 
in which he may with justification ob- 
ject to having his name identified pub- 
licly with certain types of such state- 
ments or summaries. He should not 
refuse to certify pro forma income state- 
ments or earnings summaries that 
merely add the historical results of two 
or more businesses which have been 
combined into a single enterprise. This 
rule is not altered by the fact that inter- 
company transactions, if any, are elimi- 
nated in the pro forma statement. Other 
pro forma statements, however, should 
be considered on their merits, and the 
auditor should bear in mind that these 
statements are sometimes abused. 


Ger 
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The Shoptalkers 














Conducted by Lewis Gtuick, C.P.A. 


The Shoptalkers Reminisce 


As pointed out from time to time, 
and now repeated for the benefit of 
those who came in late, the characters 
in these dialogues are all synthetic. 
Oldtimer was originally conceived as 
combining the best elements of two fine 
CPA’s. One of them has since gone to 
his reward. The other has retired to a 
well-earned rest, but his keen mind still 
keeps pace with current professional 
matters. Recently he told the Shop- 
talker that one of he joys of old age was 
the “right to reminisce.” 

Other Oldtimers have told the Shop- 
talker some pertinent stories, and the 
Shoptalker himself can chip in a few. 
So instead of the Tuesday Lunch Club, 
we are this month going to set the 
stage at the 19th hole, where three Old- 
timers have foregathered, and are exer- 
cising their right, with the comparative- 
ly youthful Shoptalker as an interested 
audience. 

Oldtimer Tom: I think one of the 
most interesting developments is the 
literary death of single-entry. In my 
day we learned about it at the start, 
even though we did not practice it 
much, But I'll wager it is fifteen years 
since the last question on that subject 





Lewis Giuick, C.P.A., who has 
been a member of our Society since 
1924, has resumed the practice of 
accountancy in the East. 

Mr. Gluick, who had been writing 
under the name of The Shoptalker 
in other magazines since 1928, re- 
cently brought his group of Shop- 
talkers to our columns. We would 
welcome your acceptance of his in- 
vitation to participate in the discus- 


sions. 
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appeared on the CPA examination. Not 
only that, but Paton’s newest Hand- 
book doesn’t even have the subject 
listed in the index. 

Oldtimer Dick: A point well taken. 
My grandson, who's just started his 
college course, is using a text in which, 
as far as I can make out without reading 
every line, the subject isn’t even men- 
tioned. And I think that’s a pity. 

Oldtimer Harry: Well, the theory 
must be that if the student never hears 
of it, he won’t be tempted to use it. 

Shoptalker: 1 don’t think total exclu- 
sion is good. Finney gives a brief treat- 
ment in his second semester, enough to 
let a student recognize single entry if 
he meets it. 

Tom: Which, of course, he never 
will. I’m eighty, young man, and I 
practiced bookkeeping and accounting 
for almost half a century. Went to 
work at fifteen, and I never have seen 
a pure single entry system. 

Dick: Nor I. Always hybrids, and 
I don’t like "em, To my way of think- 
ing, the failure to teach single entry 
destroys the continuity of the subject. 
It has been said that accounting stu- 
dents who were taught the history of 
the subject, concurrently with the be- 
ginning course in theory and practice, 
learned more. But Green’s book on the 
subject is out of print, and any junior 
who wants to learn the history of his 
profession has to do a lot of personal 
research. The local library never had a 
copy of Green. 

Harry: A little more research won't 
harm ‘em, but they ought to get some 
enlightenment as to what to search for. 

Tom: That’s the ticket! Columbus 
had an idea of something to search for, 
and he didn’t invent it. Modern boys 
don't even know how to sharpen a pen- 
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cil. Absolute fact! One of the last 
audits I made in the field was just be- 
fore I retired, two years ago. No use 
boring you with how I came to be on it, 
but there I was. The client’s office 
pencil sharpener broke. I just sharp- 
ened my pencils with the knife I always 
carried in my audit bag. Same knife for 
almost forty years. I passed it to the 
men I had with me. The senior used it. 
The junior couldn’t. Positive fact! 
Twenty years old, and he had never 
before tried to sharpen a pencil any 
way but with a machine. 


Shoptalker: And now they have elec- 
tric machines. Just stick in a pencil, and 
the motor starts. 

Dick: Trust the ex-chairman of the 
machinery committee to get that in. 


Harry: It isn’t the pencil sharpening 
that worries me. It is the dependence 
on machines and specialists to do things 
that may lead to national ruin. Obvious- 
ly that junior of yours never had been 
a Boy Scout. We ought to encourage 
scouting. But all this talk about the 
rugged individualism of the American 
is getting to be history. The really rug- 
ged individual today is the survivor in 
Europe, who has to do without the 
luxuries which we rich Americans deem 
necessities. 

Dick: Aren’t you getting a bit pessi- 
mistic? You are giving this youngster 
an idea that the old days were the only 
good days, and that is what old men 


have been doing ever since Methuselah. 
I thought you had better perspective 
than that. I have. I want no part of 
some of the old days, like when my little 
brother died of diphtheria. The thing 
that I protest against is that in gaining 
new “goods,” we also lose old “goods.” 


Shoptalker: For every debit there 
must be a credit. 
Harry: That’s all right for an art 


like bookkeeping. And was it Newton 
or Kepler who proved that, for every 
action in the physical universe, there 
must be an equal and opposite reaction? 
What baffles me is that we can’t have 
single entry minds. Where we could 
absorb the new “goods” and, if not 
banish the old “bads,” at least exclude 
the new “bads.”’ Now you take these 
new electronic accounting machines— 
just lineal descendants of the Arabian 
abacus. Do you imagine for one minute 
that modern bureaucracy could exist 
without the typewriter and mimeograph 
machines, or that taxation could be as 
intricate as it is without all the other 
mechanical devices. Bureaucrats had 
their counterparts in the days of Caesar, 
but the undue expansion of government 
regulation could never have taken place 
or continue without modern machinery. 

Dick: No quarrel with that. 

And with that, the Shoptalker signs 
off for the month. All Oldtimers are 
invited to send in their reminiscences, 
of the good, or bad old days. 


ORD 
Book Reviews 


(Continued from page 577) 


the longest.” No mention is made of the 
operating cycle of the business as a time 
factor. When the categorical statement is 
made that “prepaid expenses are not current 
assets” (p. 148), it is apparent that the cur- 
rent literature of accounting theory, and in 
particular the A.I.A. Accounting Research 
Bulletin No. 30, have been by-passed. Oppos- 
ing points of view on the current problem 
of depreciation and high cost of fixed asset 
replacements are briefly presented, but the 
tone of the discussion could have been ele- 
vated by a reference to the viewpoint of the 
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American Institute of Accountants as ex- 
pressed in Accounting Research Bulletin 
No. 33. 

The authors, who have brought to the 
preparation of the book a considerable back- 
ground in industrial engineering and account- 
ing, have manifested an acute perception of 
those phases of first principles in accounting 
which create difficulties for the student. 
Commensurately, they have applied keen 
pedagogical skill to their discussions in their 
attempts to guide the student over the trou- 

(Continued on page 632) 
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A Note on the Social Security Act 
Amendments of 1950 


By SAMUEL S. REss 


os new law makes 30 major 
changes in the programs established 
under the Social Security Act. There 
are 21 major changes in the Federal 
Old Age and Survivors Insurance Pro- 
gram. There are also changes in the 
Public Assistance Program relating to 
needy permanently and totally disabled 
persons, aid to dependent children, aid 
to the blind, etc. 

Another widely publicized provision 
requires that administrative decisions 
by state agencies in certain cases be re- 
viewed by the state courts prior to rul- 
ing by the Secretary of Labor on con- 
formity questions under the Federal 
Unemployment Insurance Law. This 
amendment relates to the credits taken 
on Federal Unemployment Insurance 
Tax Returns because of payments made 
to the various State Unemployment In- 
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ant and has been a specialist in the 
payroll tax field since the inception 
of Social Security and Unemploy- 
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has drafted legislation related to un- 
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in The New York Certified Public 
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surance Funds. If a state law be 
deemed not in conformity with the 
Federal Unemployment Insurance re- 
quirements by the Secretary of Labor, 
then an additional Federal! Unemploy- 
ment Tax liability would have to be 
paid by employers. Under such circum- 
stances, their tax rate for State and 
Federal Unemployment Insurance could 
jump from 3 percent of the taxable pay- 
roll to 5.7 percent. 


It is important that we become ac- 
quainted with the following major 
changes in the Federal Old Age and 
Survivors Insurance Program, because 
the payroll tax liabilities of both em- 
ployers and employees have been 
changed substantially. They are as 
follows: 


1. Extension of coverage to self-employed 
persons other than farmers and certain 
professional persons. 

2. Coverage of regularly employed agricul- 
tural workers. 

3. Coverage of regularly employed domes- 
tic workers. 

4. Coverage of state and local government 
employees not members of retirement 
systems, through voluntary agreements 
between the state and the federal govern- 
ment, and compulsory coverage of cer- 
tain employees of certain transit systems 
taken over by states or local governments 
aiter 1936. 

5. Provision for voluntary coverage of em- 
ployees of non-profit organizations at the 
option of the employer and the employees. 

6. Coverage of certain federal employees 
not covered under retirement systems. 

7. Coverage of employees and self-employed 
persons in Puerto Rico and the Virgin 
Islands. 

8. Coverage of certain Americans employed 
outside the United States. 

9. Inclusion of certain additional persons as 
“employces” for coverage purposes. 

10. A substantial liberalization of the bene- 
fit formula for future beneficiaries. 

11. Elimination of the increase in benefits 
for years of contributions to the insur- 
ance program. 
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2. Liberalization of the method of comput- 


ing “average monthly wage” for benefit 
purposes. 

13. Increase in the wage base for benefit and 
contribution purposes from $3,000 to 

2 ) 
$3,600. 

14. A substantial increase in benefits for 
current beneficiaries, averaging 7714 per- 
cent. 

15. Liberalization of the eligibility provisions 
so as to make it easier for persons to 
qualify for benefits within the next 
decade. 

16. Payment of benefits to dependent hus- 
bands and widowers of insured women 
workers. 


_ 


17. Liberalization of survivors’ insurance 
benefits with respect to insured married 
women. 

1S. Payment of the lump-sum death benefit 
in all cases of deceased insured workers. 

19. Increase in the benefits for dependent 
parents and for the first child in a family 
from 350 percent to 75 percent of the 
primary insurance benefit. 

20. Increase in the amount a beneficiary may 
earn in covered employment without loss 
of benefits from $14.99 to $50, and elim- 
ination of the retirement test at age 
19: 

21. Provision of wage credits of $160 for 
each month of military service during 


World War II. 


Changes in Tax Rates and Base 

Taxable wage base—The limit on 
total earnings on which benefits are 
computed and contributions paid has 
been increased from $3,000 to $3,600. 

Contribution schedule — Under the 
new law employers and employees will 
continue to share equally. The rate on 
each will be, as follows: 

Calendar Years Rate 
1950-1953 6% 
1954-1959 
1960-1964 
1965-1959 
1970 and thereafter 


Wir bo bo 


Bs 


ff 


The self-emploved will pay 1% times 


the above rates. 


Changes in Coverage 


The new law extends compulsory 
coverage under old-age and survivors 


insurance to about 714 million persons, 


and voluntary coverage will be available 
for about 2 million employees of state 
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and local governments and non-profit 
organizations. The specific changes in 
coverage are as follows: 


Selj-employed—The new law covers 
approximately 434 million  self-em- 
ployed persons whose annual net in- 
come from self-employment is at least 
$400. It does not cover self-employed 
farmers, physicians, lawyers, dentists, 
osteopaths, chiropractors, optometrists, 
Christian Science practitioners, naturo- 
paths, professional engineers, veterin- 
arians, architects, funeral directors, or 
certified, registered, licensed, or full- 
time practicing public accountants. 


Agriculiural workers—The new law 
covers certain borderline agricultural 
labor, such as processing workers. In 
addition, it covers “regularly employed” 
agricultural workers. A farm worker 
is “regularly employed” if he has 3 
months’ continuous service for one em- 
ployer before coverage starts, and 
thereafter employment by that employer 
on a full-time basis for at least 60 days 
in a calendar quarter with cash wages 
of at least $50 for services in the 
quarter. 


Domestic workers—The new law 
covers approximately 1,000,000 domes- 
tic workers not in farm homes (those 
in farm homes would be covered as 
agricultural workers). A domestic 
worker is covered if employed by a 
single employer for at least 24 days in 
a calendar quarter with cash wages of 
at least $50 for services in the quarter. 

Employees of non-profit organiza- 
tions—The new legislation contains the 
following provisions for voluntary cov- 
erage of employees of non-profit organ- 
izations : 

1. If the employer does not agree 
to pay his share of the contribution, the 
employees cannot be covered. 

2. Even if the employer agrees to 
pav his share, none of the employees 
can be covered unless two-thirds of 
them accept coverage. 

3. If two-thirds or more of the em- 
ployees accept coverage, those employ- 
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ees who do so, plus any employees hired 
in the future, will be covered. 

4. Coverage must be for an initial 
period of at least 8 years, and in addi- 
tion 2 years’ advance notice must be 
given before coverage can be termina- 
ted. Thus the minimum period of cov- 
erage is 10 years. 

Ministers and members of religious 
orders will continue to be excluded. 


Employees of state and local govern- 
ments—The new law provides volun- 
tary coverage for approximately 1,450,- 
000 state and local government employ- 
ees through agreements between the 
states and the federal government. 
Public employees covered under a re- 
tirement system on the date when the 
agreement is made applicable to the 
governmental unit which employs them 
cannot be covered under old-age and 
survivors insurance. 

In addition, the new law extends 
compulsory coverage to employees of 
transit systems taken over by state or 
local governments after 1936 unless 
they are covered by a general retire- 
ment system (if the transit system was 
taken over before 1951, the employees 
are covered even if under a general re- 
tirement system unless that system is 
protected by the State constitution). 

Federal civilian employees not under 
a retirement system—The new law cov- 
ers employees of the United States 
government, or of wholly owned corpo- 
rations of the United States, who are 
not covered under any federal retire- 
ment system. This results in covering 
most short term federal employees, in- 
cluding those serving under temporary 
appointment pending final determina- 
tion of eligibility for permanent or in- 
definite appointment. In addition, em- 
ployees of the following instrumental- 
ities of the federal government are cov- 
ered: national farm loan associations; 
production credit associations; federal 
credit unions; the Tennessee Valley 
Authority (if not under the TVA re- 
tirement system) ; post exchanges and 
similar activities under the National 
Defense Establishment; state, county 
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and community committees under the 
Production and Marketing Administra- 
tion ; and certain employees of the Fed- 
eral Reserve System. 


Puerto Rico and the Virgin Islands— 
The new law extends coverage to em- 
ployees and the self-employed in the 
Virgin Islands and (if requested by the 
Territorial Legislature) in Puerto Rico, 
on the same basis as in the continental 
United States. 


Americans outside the United States 
—The new law extends coverage to 
Americans employed outside of the 
United States by an American employ- 
er, and to employees on American air- 
craft outside of the United States. 


Definition of employee—The new 
law defines an employee as “any indi- 
vidual who, under the usual common 
law rules applicable in determining the 
employer-employee relationship, has the 
status of an employee,”’ and also covers 
as employees (1) full-time life insur- 
ance salesmen, (2) agent-drivers or 
commission drivers engaged in dis- 
tributing meat or bakery products, 
vegetables or fruit products, beverages 
(other than milk) or laundry or dry 
cleaning services, (3) full-time travel- 
ing or city salesmen (other than house- 
to-house salesmen) taking orders from 
retailers, hotels, wholesalers, jobbers 
and contractors, and (4) industrial 
homeworkers who earn at least $50 in 
a calendar quarter if they are subject 
to regulation under State law and work 
in accordance with specifications pre- 
scribed by the employer. 

The effective date for the new cover- 
age will be January 1, 1951. 


Changes in Benefit Amounts 


Current beneficiaries — Under the 
new law, persons currently receiving 
benefits will have their benefits in- 
creased on the average by about 7714 
percent. Increases will range from 
about 50 percent for the highest benefit 
groups to about 100 percent for low- 
benefit groups. The average primary 
benefit of approximately $26 per month 
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for a retired insured worker will be in- table shows the increased amounts 
creased to about $46. The following which will be payable: 
BENEFIT AMOUNTS 


A—Benefit for a Retired Single Man 
5 Years of Coverage 


Average Monthly Wage Previous Law' New Law? 
$100 $26.25 $50.00 
200 36.75 65.00 
250 42.00 72.50 
300 42.00 80.00 
400 42.00 80.00 
30 Years of Coverage 
$100 $32.50 $50.00 
200 45.50 65.00 
250 52.00 72.50 
300 52.00 80.00 
400 52.00 80.00 


B—Benefits for a Retired Man and Wife 
5 Years of Coverage 


$100 $39.38 $ 75.00 
200 S513 97.50 
250 63.00 108.80 
300 63.00 120.00 
400 63.00 120.00 

30 Years of Coverage 

$100 $48.75 $ 75.00 
200 68.25 97.50 
250 78.00 108.80 
300 78.00 120.00 
400 78.00 120.00 


Note 1—Forty percent of the first $50 plus 10 percent of the next $200, increased 
by 1 percent for each year of coverage. 

Notre 2—Fifty percent of the first $100 plus 15 percent of the next $200; no incre- 
ment for years of coverage. 


QUARTERS OF COVERAGE REQUIRED TO BE FULLY INSURED 


Age attained in Old New Age attained in Old New 
first half of 1951 Law Law first half of 1951 Law Law 
POPOL MOWED Guciscecceeisas.s 6 6 DA are pi craieeve nine Bnew ease 30 6 
Pei seein rosss I ove iste 8 6 OB) ited wciaie easter cregneusiowiers 32 6 
of NSE RE oe ee ee 10 6 Oe tie adie nee eee 34 6 
Fes wre ioral) 6 aeavatorens is 12 6 A tishenccanhecteaiet mecters 36 8 
Poe in sc rrinsisuaciatisin'e 14 6 GSD ois ohiviyiasavas slevave tahoe sietere 38 10 
FARR aerate he ous Ria ae 16 6 BO aac aictereviners tensive neers 40 12 
(7) | PERS A a Dn es 18 6 Bh nicnc salaries acre veers Srerorerenere 40 14 
ere eae teeters Sa teie acto Reaes 20 6 BF Tice vndstancnalerAota Ghar ea reheat 40 16 
eer ica vss iol sve%e, Shave sat 22 6 IONE ea) vaceased ote wens oreaettons 40 18 
OTR Ey ee eee rere 24 6 “| tne ere ers Wena 40 20 
Cee lene pre eto 26 6 | Re ne ene Coane treme! 40 30 
Rie ages aren cies ecm iwWahae 28 6 SOP MBGEE: 4.5 .su6/p so ors0ies 40 40 


The benefit increases for persons now on the benefit rolls will be effective for the 
month of September, 1950, as will most of the other new benefit provisions. 

Benefits based on the new benefit formula will first be paid in May, 1952. Persons 
coming on the rolls before that time will have their benefits computed under the present 
formula with the increases provided for those now receiving benefits. 
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To the Editor of The New York 

Certified Public Accountant: 

Mr. Lewis Gluick’s “Shoptalkers” in 
the September issue of the New York 
Certified Public Accountant initiated a 
discussion of a tax problem which 
seems worthy of further consideration. 
The discussion centered itself around a 
partnership of three individuals one of 
whom sold his interest to the others for 
$12,000. At the date of sale the capital 
account of the seller reflected a balance 
of $14,000. Basically, Mr. Gluick was 
concerned with the tax significances of 
this transaction. 

As far as the seller is concerned, his 
position has been made quite clear by a 
long series of court decisions in which 
the Tax Court and six of the Circuit 
Courts of Appeal concur. He has in- 
curred a capital loss arising from a sale 
of a capital asset, namely, his partner- 
ship interest. As such, his loss is sub- 
ject to all of the limitations of capital 
losses, the full extent of which is de- 
pendent upon his holding period. 

Max Swiren v. Commissioner 

CCA-7, 7/14/50 
M. E. Luhrs, et al v. Commissioner 
Tax Court Memo Decision, 
6/28/50 
First National Bank of Mobile v. 
Commissioner 
CCA-5, 7/7/50 
Commissioner v. Lehman 
CCA-2, 1948 (cert. denied) 
Commissioner v. Estate of Gartling 
CCA-9, 1948 
Thornley v. Commissioner 
CCA-3, 1948 
Commissioner v. Shapiro 
CCA-6, 1942 (cert. denied) 

Could the seller have converted this 
loss from a capital into an ordinary 
loss? It is the writer’s opinion that, if 
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all of the interested parties were in 
agreement, this could have been 
achieved by the proper drafting of 
agreements. Thus, for example, Mr. 
Gluick’s partners could have agreed to 
terminate the partnership first and to 
distribute its assets to the partners. 
There would be no taxable gain or loss 
at this point. The selling partner would 
then own property, presumably includ- 
ing inventory and fixed assets, with an 
aggregate tax basis of $14,000. He 
then could have retained his share of 
the partnership cash, collected his share 
of the partnership receivables and sold 
his share of the partnership inventory 
and equipment to the other partners for 
a consideration $2,000 lower than the 
tax basis attributable to the latter as- 
sets. This would presumably have 
netted him $12,000 and resulted in a 
loss from the sale of non-capital assets 
which would have been fully deductible 
as such. The distinction in treatment 
results from the fact that in the one 
instance, it is the partnership interest 
which is being sold; in the other, the 
transaction represents a sale of specific 
property. 

The Shoptalkers, however, were ap- 
parently not concerned with the tax 
problem of the selling partner. The 
principal question troubling them was 
whether or not the acquiring partners 
had incurred a taxable gain by pur- 
chasing a $14,000 partnership interest 
for $12,000. The implication arising 
from the ensuing discussion was that 
such a gain had, in fact, been incurred 
by the purchasing partners and that, 
conceivably, an appraisal of the part- 
nership assets to reflect that their true 
value was below book might not only 
offset this taxable gain, but could pos- 
sibly produce a deductible loss. 

The purchase of a partnership inter- 
est, regardless of any disparity between 


627 








The New York Certified Public Accountant 


its book value and its purchase price, 
does not produce a gain or loss to the 
purchasers. It represents the acquisi- 
tion of a capital asset having a tax basis 
equal to the amount paid therefor. As 
long as the partnership agreement calls 
for the continuation of the company, 
the retirement of one of the partners 
would have no effect on the tax basis 
of the partnership assets. The acquir- 
ing partners would merely have a tax 
basis for a portion of their partnership 
interests which differed from the book 
value thereof. This situation has been 
passed upon affirmatively by the Fifth 
Circuit in a recent decision (First Na- 
tional Bank of Mobile v. Commissioner, 
supra). 

Any appraisal of the assets in a situ- 
ation such as the one described would 
undoubtedly support the propriety of 
the purchase price of the partnership 
interest but, within the framework of 
the facts given in Mr. Gluick’s column, 
would have no tax effect upon the part- 
nership or the acquiring partners. 

It is interesting to note that where 
acquiring partners purchase the inter- 
est of a retiring partner at a discount 
and the agreement provides that such 
a transaction does not terminate the 
partnership, the basis of the business 
assets will remain unchanged in the 
hands of the partnership. Thus, the 
partnership as such will have a higher 
tax basis for its property than would 
be the case if it were terminated and 
the assets distributed to the remaining 
partners. In the latter instance, the 
discount arising from the acquisition of 
the partnership interest would have to 
be reflected as a pro-rata reduction of 
the tax basis of the property received 
by the partners from the partnership. 
Thus, it can be seen that the sale of a 
partnership interest at a discount, 
where the legal existence of the part- 
nership continues despite the sale, is 
disadvantageous to the seller, since it 
produces a capital rather than an ordi- 
nary loss. It is, however, advantage- 
ous to the remaining partners from a 
tax point of view, since the partnership 
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will retain the higher basis for the 
property. 

The reverse is also true. Where the 
sale is at a premium and the partner- 
ship interest was held for more than 
six months, the sale of the interest 
rather than of the partnership property 
would prove advantageous to the sell- 
ing partner by producing a long-term 
capital gain, but would be undesirable 
to the acquiring partners since the 
partnership would not acquire a higher 
base for its assets despite the payment 
of a premium for the interest. 

The discussion by the Courts in two 
of the recent decisions involving sales 
of partnership interests may have im- 
portant implications to taxpayers in 
analogous situations. In the Swiren 
case, a partner retiring from a legal 
firm sold his interest to the other part- 
ners. The partnership was on a cash 
basis. In arriving at the sales price of 
his interest, the retiring attorney in- 
cluded his proportionate share of un- 
billed fees and accounts receivable. It 
should be noted that had these ‘items 
been collected by the law firm, the re- 
tiring partner would have been obliged 
to pick up his share thereof as ordinary 
income. By including them in the cal- 
culation of his sales price, these 
amounts were being reflected as part of 
his gain from the sale of the partner- 
ship interest. The Circuit Court, re- 
versing the Tax Court, held that the 
entire amount of his gain arose from 
the sale of his interest and was, there- 
fore, a capital gain. The Court recog- 
nized that the practical effect of this 
transaction was the conversion of fu- 
ture ordinary income into a present 
capital gain, but held for the taxpayer 
notwithstanding. (Max Swiren v. 
Commissioner, supra.) 

In a similar case, the retiring part- 
ners sold their interests in an orange 
grove. In arriving at the sales price of 
their partnership interests, the value of 
the growing crop of oranges played an 
important role. The Commissioner 
reasoned that had this crop been sold, 
ordinary income would have resulted, 
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and the retiring partners would have 
been taxed with a proportionate share 
thereof. On exactly the same logic as 
reflected in the Szwiren decision, the 
Tax Court ruled in favor of the tax- 
payers and considered the entire gain 
as long-term capital gains from the 
sales of partnership interests. (M. E. 
Luhrs, et al. v. Commissioner, supra.) 

It would seem to the writer that in 
a proper situation comparable with the 
facts contained in these decisions, the 
definite possibility exists for converting 
ordinary income into a long-term capi- 
tal gain by the process of selling a 
partnership interest before the realiza- 
tion of said income. As in the case of 
most tax-saving devices there can be 
no guarantees as to effectiveness. The 
Courts are not in unanimous agree- 
ment. (Cf. Commissioner v. Smith; 
CCA-2; 6/7/37 and Doyle v. Com- 
missioner ; CCA-4; 2/28/39). Further- 
more, Congress has manifested a grow- 
ing disapproval of these devices. The 
“collapsible corporation” provision in 
the proposed Revenue Act is indicative 
of this tendency. This clause could con- 
ceivably be broadened to cover sales of 
partnership interests. At the present 
moment, however, this procedure 
seems to bear the blessings of the 
Courts and should certainly be studied 
for applicability when the occasion 
arises. 

Very truly yours, 
Jack SCHLOSSER 

Eisner and Lubin 
New York, N. Y. 


To the Editor of The New York 

Certified Public Accountant: 

i am writing this in reference to the 
excellent article by Mr. Alexander M. 
Stollmeyer entitled “Presentation in 
Financial Statements Where Mortgage 
Exceeds Depreciated Cost of Prop- 
erty”, which appeared in the Septem- 
ber, 1950, issue of your publication. 

At the outset, may I thank Mr. Stoll- 
meyer for an interesting and thought- 
provoking article for those of his 
profession who are concerned with 
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such problems. However, as_ he 
neared the conclusion of his article, 
the author branched out into the prob- 
lem of “Unpaid Realty Taxes and 
Mortgage Interest.’ Unfortunately, he 
here brought up a subject that he only 
mentioned in passing, whereas it is 
one which has myriad of aspects worthy 
of a full article in itself. No doubt, 
it was the lack of space that turned 
the author away from a full coverage, 
but anything but a full coverage in our 
profession is a chance a_ publication 
cannot take. 

I refer, of course, to the problem of 
statement procedure as to unpaid realty 
taxes. In New York City, this is a 
problem that soon branches out into 
many complexities, especially with the 
type of owner described by the author 
as equity investors in realty. 

In New York City, unpaid realty 
taxes are more than just arrears. As 
soon as entered in the city lot books, 
they become liens attached to the prop- 
erty. After three years, the City has 
the right to sell these liens to outsiders 
at a borough sale. The prospective 
purchasers bid for the liens at face 
plus accrued interest on a basis of 
lowest interest, starting at 12%. In 
other words, the bidder offering to take 
over the lien at the lowest interest rate 
is sold the lien. If there is no bidding, 
the City takes over the lien at the 
maximum interest rate of 12%. 

The third party who has purchased 
the lien on the property is now actually 
the holder of a first mortgage. He may 
hold the lien and collect interest; he 
may foreclose on the property and take 
title. 

I have not even mentioned herein 
other possible technicalities as “upset 
sales”, etc. Thus, balance sheet presen- 
tation varies, depending on the point 
in time in the possibilities presented 
abeve. Just the mere mention of tax 
arrears by the author does not do justice 
to the problems that may arise. 


Very truly yours, 
WILLIAM L. KRONTHAL 
New York, N. Y. 
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To the Editor of The New York 
Certified Public Accountant: 


In reading the article “Presentation 
in Financial Statements Where Mort- 
gage Exceeds Depreciated Cost of 
Property” by Alexander M. Stollmeyer 
in the September, 1950, issue of The 
New York Certified Public Accountant, 
certain questions come to mind. 

In rendering an opinion as to whether 
or not financial statements present fairly 
the financial position and results of 
operations of a type of company 
under discussion, it would be er- 
roneous to attempt to segregate the 
principal asset, real estate, from the 
other assets in the Balance Sheet, as 
it would be to include rent income in 
the statement of operations and exclude 
the depreciation charge. The real estate 
owned is an integral part of the com- 
pany, for without it the entire financial 
significance of that company is changed. 
To attempt to keep the cash or other 
assets in a compartment separate from 
the real estate would tend to present 
a dual picture of financial position, 
where one only exists. The basic prob- 
lem underlying Mr. Stollmeyer’s situa- 
tion is one calling for a reconciliation 
ainong certain legal factors (property 
subject to a mortgage), economic facts 
(increase in market values) and ac- 
counting conventions (recording asset 
values at cost, etc.). 

All three factors, the legal, the eco- 
nomic and the accounting have a ma- 
terial influence on this problem. 

However, in suggesting a solution to 
the problem Mr. Stollmeyer has given 
precedence to the legal and economic 
factors, at the expense of certain ac- 
counting conventions. In the financial 
statement, that Mr. Stollmeyer pre- 
sents, where the mortgage exceeds the 
cost of the real estate a surplus “Excess 
of mortgage over net property account” 
is credited. While this transation may 
indicate a shrewd type of refinancing 


or perhaps be indicative of the inflation- 
ary period we are in, it hardly creates 
a surplus. Perhaps the transaction 
better illustrates the conflict between 
certain accounting conventions and 
economic facts. Nevertheless, a higher 
mortgage will usually carry with it a 
greater magnitude of interest (assum- 
ing interest rates remain the same on 
the old and new mortgages, which is 
a fair assumption) and, in addition, the 
installmenis for amortization of princi- 
pal will tend to be greater. Both these 
facts are important, as they will in- 
crease the drain on the other assets 
of the enterprise, 

What is created in such refinancing 
is additional assets and, brushing aside 
the legal factor, additional liabilities. 
To convert an additional liability into 
surplus on the assumption that in the 
event the property is abandoned, sold, 
etc., is to toss aside the underlying 
concept that an opinion of financial 
statements is rendered on the assump- 
tion of a going concern and not a 
liquidating one. ; 

The dilernma Mr. Stollmeyer presents 
is one arrived at by substituting legal 
and economic factors for accounting 
conventions. However, the dilemma is 
a real one, as the legal and economic 
factors do influence business transac- 
tions, the “meat” underlying accounting 
conventions. The situation is not one 
peculiar to real estate alone but is one 
that affects all items classified as fixed 
assets. 

Until greater clarity on this situation 
comes about I would suggest treating 
the non-current portion of the mortgage 
as a fixed liability, with an appropriate 
note to the Balance Sheet, rather than 
create surplus items or dispense with 
a consistent method of depreciation. 


Very truly yours, 
MArTIN GREENBLATT 
Levittown, N. Y. 
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The following memorandum, pre- 
pared by the New York Credit Men’s 
Adjustment Bureau, Inc., for distribu- 
tion to all certified public accountants 
retained by the Bureau or by commit- 
tees in estates in which it is interested, 
is published for the information of our 
members : 


To All Accountants: 

It is respectfully requested that when 
you serve in cases where the Bureau 
acts either as Secretary to the Cred- 
itors’ Committee, or as Assignee, Re- 
ceiver in Bankruptcy, Trustee in Bank- 
ruptcy, corporate officer or under 
corporate control, that you follow the 
procedure outlined below. This will 
make it possible for the administration 
of each case to be handled on a more 
efficient and prompt basis. Your co- 
operation is appreciated. 


Cordially, 


New York Crepit MeEn’s 
ADJUSTMENT Bureau, INc. 


(Sgd.) Mortimer J. Davis, 
Mortimer J. Davis, 
Secretary and Manager. 


June 27, 1950 


* ok Ok Ox 


In cases where the Bureau acts merely as 
Secretary to a Creditors’ Committee: 
Promptly provide a schedule of all credi- 

tors cf every classification, giving name, ad- 

dress and amount due each. 

Do not use such terms as “due to bank”, 
“due to money loan creditors”, “due for rent, 
light, etc.”, but specify to whom the money 
is due. 

This also pertains to the various taxing 
authorities. 


In cases where there is a liquidation either 
through assignment, bankruptcy or dissolu- 
tion proceedings: 

1. List all books and records, identifying 
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each book with the number which cor- 
responds to that appearing on the list. 
A copy of this is to be furnished to the 
Custodian or to the Bureau. 

Submit a balance sheet as of the date 
of control. 

3. Each item on the balance sheet should 

be supported by a detailed schedule. 

a) Where a portion of the accounts re- 
ceivable is assigned, separate sched- 
ules should be made up showing the 
assigned accounts and unassigned ac- 
counts, giving names, addresses and 
amounts. 

b) A separate schedule of accounts re- 
ceivable credit balances should be 
drawn up, and the total should ap- 
pear on the Balance Sheet as a lia- 
bility, and should not be used as a 
deduction of the Accounts Receiv- 
able. 

c) The same procedure should be used 
for Accounts Payable Debit Bal- 
ances. 

Tax liabilities should be listed sepa- 
rately according to their various 
categories. Where taxes are levied 
by quarters, they should be so listed. 


to 
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Tax returns should be made up promptly, 
so as to avoid penalties and interest assess- 
ments for delinquent filing. This pertains to 
all taxes even though the date for filing may 
be sometime in the future. Where quarterly 
returns are required, the returns should only 
cover a single quarter even though the con- 
cern may have operated a very short time 
beyond the last day of a quarter. 

All tax returns should be made in duplicate 
and carbon copy should be furnished to the 
New York Credit Men’s Adjustment Bureau, 
Inc. so that its files may be complete. 

In cases where a typewritten report is to 
be rendered or the examination of the debtor’s 
records will consume some time, preliminary 
schedules of the liabilities and assets should 
be promptly submitted, in order to avoid de- 
lay in the administration of the estate. These 
can be submitted in the form of carbon copies 
of the accountant’s own work sheets. 

In the event that specific items or opera- 
tions are to be investigated, such instructions 
will be given. Otherwise the audit should be 
limited to preparing a balance sheet, and a 
profit and loss statement usually covering the 
period from the date of the last financial 
statement issued, up to the date of the bal- 
ance sheet. 
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blesome areas. Problem material is included 
in the text and an accompanying comprehen- 
sive set of practice problems is available for 
separate purchase. The book merits con- 
sideration by accounting instructors who are 
conducting a one-semester terminal course, 
and may be profitably reviewed by those who 
wish to be initiated painlessly into element- 
ary accounting processes, and would willing- 
ly forego comprehensiveness of treatment. 
BENJAMIN NEWMAN 


Assistant Professor, Bus. Adm. Dept. 
Adelphi College, Garden City, N. Y. 


The Economics of Industrial 
Management 


3y Walter Rautenstrauch and Raymond 


Villers. Funk & WaGnaLtts CoMPany, 
New York, N. Y., 1949. Pages: xxi + 
451; $5.00. 


The authors need no introduction, nor does 
the “Break-Even Chart.” It is no surprise 
that this book was chosen by “Modern In- 
dustry” for publication. The inside of the 
paper wrapper says in part, “Those con- 
cerned with Industrial Engineering both i 
industry and in the colleges will find these 
features particularly valuable.” 

The book obviously has for its major pur- 
pose the introduction of the young engineer- 
ing student to what has been described as 
the “dismal science’”—Economics. As may be 
supposed knowing the background and con- 
nections of the authors, it does a splendid 
job in this respect. The book also serves to 
acquaint the engineering student with ac- 
counting philosophy. 

The business executive may find the book 
a little academic, while the accountant may 
be further lulled into acceptance of the magic 
of numbers and equations. 

The book is divided into three parts en- 
titled respectively, “Visualizing the Busi- 
ness,” “Industrial Cost Characteristics,” and 
“The Business as Part of the National Plant.” 
Part I seems mainly concerned with ac- 
quainting the industrial engineering student 
with both Economics and Accounting. It is 
principally of use to the accountant to re- 
mind him of the purposes of accounting as 
visualized by the industrial engineer, man- 
agement consultant, and the business man. 
This should be particularly interesting and 
useful although, as might be expected, noth- 
ing is added to accounting technique except 
in the presentation of many specific applica- 
tions of the “Break-Even Chart.” 

Part II seems principally concerned with 
acquainting the engineering student with ac- 
counting techniques. Unfortunately, it does 
little to point out the pitfalls of some account- 
ing techniques, such as proration of certain 
costs. While various techniques of proration 
and their relative advantages are discussed, 
the great margin of error possible through 
the impossibility of determining some costs 
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such as utilities consumption (steam and 
electricity) without direct measurement is 
not discussed. 

Part III is general economics and, while 
essential in the training of any American 
college student and particularly essential in 
the training of engineers, accountants, and 
business students, is of no direct interest to 
the practicing accountant. 

On page 48, the authors call attention to 
the fact that accounting statements in gen- 
eral record the past rather than the immedi- 
ate present, and do not indicate trends or 
future events. This is a valuable observation, 
but the authors’ method of improving on this 
condition is not apparent. 

The discussion of financial ratios will be 
of use to the industrial engineering student 
but adds little to the knowledge of the ac- 
countant. 

On page 65, the analysis of the financial 
statement from the standpoint of the man- 
agement consultant whose function it is to 
increase profits by reducing expenses, besides 
being useful to the engineering student should 
also serve to bring the accounting viewpoint 
back to focus on the point that accounting 
should not only be reporting, but should also 
serve to indicate possible economies in 
operation. 

On page 71, the necessity for setting stand- 
ards is developed to some extent. The reader, 
however, is left with the impression that 
standards are only developed from past per- 
formance and nothing is mentioned as to the 
various sources of standards. The general 
subject of “Work Measurement” on which 
much has been done with time study in years 
past, and which is now being attacked in the 
office by means of micromotion analysis. is 
not discussed. The remainder of Part I is 
concerned with many interesting applications 
of the Break-Even Chart which are highly 
illustrative of this technique of analyzing 
business problems. 

Part II has material helpful principally to 
the industrial engineer. Bes‘des a review of 
financial compuiations, it also treats oi the 
methods of justifying expenditures for equip- 
ment under the general heading, “Relative 
Worth of Alternates.” The material on 
pages 264 and following serve to acquaint the 
engineer with typical accounting techniques, 
but do little to arouse in him a questioning 
attitude as to the real meaning and signifi- 
cance of some of these techniques, particular- 
ly those involving allocation of expenses to 
departments and products. It is to be re- 
gretted that on page 276 the authors give an 
example where the average wage is 66% 
cents per. hour with a range of from 40 to 
90 cents in a book published in 1949, 


Huxitty MADEHEIM 


Professor-in-charge of Industrial 
and Personnel Management Courses, 
The City College of New York 
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Here’s real money-saving 
economy for the smaller 
business, too 





THIS LOW-COST UNDERWOOD SUNDSTRAND MODEL ““A’’ ACCOUNTING MACHINE 


Does a complete all-round bookkeeping job 


@§... You'll find that this machine keeps cus- 
mers’ accounts posted and balanced up-to-the- 
inute . . . it enables you to mail statements on 
elast day of every month . . . bills owed can be 
counted without delay because accounts pay- 
le records are always up-to-date . . . paychecks 
emade ready without overtime . . . and switch- 
g¢ from one job to another takes but a few 


onds. 


5... All of these “big business” operating 


vantages are yours at low cost. 


25... Underwood Sundstrand is easy to oper- 
¢e. Because of its automatic simplicity, your 
tsent personnel can learn to run the machine in 


sthan 5 minutes. 
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When writing to advertisers kindly mention Tut New York Certiriep Pustic Accountant. 


All entries are made on this simple 10-key key- 
board which can be operated by touch method 


after a few minutes instruction. 





Call your Under- 
wood representa- 
tive today for fur- 
ther details or; 
send for this free & 
folder. 





Underwood Corporation 


Accounting Machines... Adding Machines... 
Typewriters... Carbon Paper... Ribbons 
One Park Avenue, New York 16, N.Y. 

Underwood Limited, Toronto 1, Canada 


Sales and Service Everywhere © 1950 


633 











‘Only National , F 
has all 4 
time-saving features 






royaWmey els ¥eriteKel abbel=im 

















“Changes Posting “Full Amount Keyboard /i//, 
at all times. I see all Jobs in Seconds. Saves inall ciphers automatically. 
my postings at a time. 1 switch control | operate two or more keys 
glance, whether the bars in seconds— at once ...amounts are 
carriage is open or changing posting jobs visible before printing — 
closed. This saves without moving from all this saves time, reduces 
time.” my chair.” errors.” 


“Electric Typewriter 
Keyboard. /7’s faster, 
smoother, easier. I 
can type description 
whenever desired. I 
get sharp, uniform 
multiple copies, too.” 


This NEW NATIONAL 31 also has many NEW AUTOMATIC FEATURES that cut costs. OVER 
FUNCTIONS controlled automatically by arrangement of posting bars. SIMULTANEOUSLY ADDS al 
SUBTRACTS—or transfers balances — into any combination of totals. . 
ENOUGH TOTALS for your needs. FLUID- DRIVE CARRIAGE — 
faster, smoother. Handles all accounting jobs. Call the National 
office today! See how this unprecedented combination of advantages 
will cut your accounting costs. 


THE NATIONAL CASH REGISTER COMPANY 
DAYTON 9 OHIO 
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